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The Economy of Panama 


By JOHN BIESANZ * 


“Panama exists by and for the Canal.” President Belisario 
Porras kindled a hot debate with those words several decades 
ago. Today they are still fighting words. The Panamanians 
who admit their truth usually add, “Sad to say... . It should 
not be so.” Keenly as the founding fathers wanted the Canal, 
their sons now regard it as the cause of all the problems and 
shortcomings of their economy. 

The Canal, they say, has distorted their economy. Panama 
is not a self-sufficient nation agriculturally and industrially; 
Panamanians believe that it would be were it not for the Canal. 
They bemoan the lack of development of rich natural resources 
of all kinds—forest, land and mineral—implying that were it 
not for the Canal these would be sources of great and abundant 
and reliable wealth for Panama. They bewail the depopulation 
of the interior by the magnet of Zone wages, and the effect of 
Zone pay on the labor market. They point to an unfavorable 
balance of trade, and demand encouragement of national in- 
dustry. They see foreigners active in business and industry, 
and resentfully pass nationalistic legislation to fight their com- 
petition. But they consider foreign, i.e., United States, aid, 
loans, investment and counsel as the first essential toward 
development of a sound economy. 

Has the Canal distorted Panama’s economy, changed it from 
a self-sufficient, sound one using natural resources to an un- 
balanced, lopsided one? History shows that Panama has never 
been self-sufficient economically since the days of the conquis- 
tadores. Neglect of agricultural development is not a plague 
brought by the Americans; it is simply the continuation of a 
historic tendency to capitalize on the geographic position of 
the isthmus, to count on good times and coast through bad 
times waiting for another bonanza. In bad times thoughts 
turn back to the land and plans are made to develop the in- 
terior; but little or nothing has come of them so far. The 
Panamanians today as always prefer to turn cityward. 


* Department of Sociology and Anthropology, Wayne University. 
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As for a wealth of natural resources there for the taking— 
that is part of the E] Dorado legend which has blinded Latin 
American eyes to reality for so long. It is true that they do 
not use their natural resources to full advantage. It is unfor- 
tunately not true that these untapped resources are fabulous. 
Latin America is relatively poor in natural resources of the 
kind necessary to development of industry, and natural hin- 
drances to the transportation developments which would allow 
her people to utilize land and forest resources to the full are 
greater than in almost any other major region of the world. 
Panama’s topheavy urban development, while accentuated by 
the presence of the Canal, is not unique in Latin America; 
almost everywhere the countryside molders in neglect while 
the city is the parasitic, overblown center of politics, culture, 
and business. Even the economic nationalism which rebels 
against an “unfavorable” balance of trade and against the very 
foreign participation they consider necessary to economic 
development is typical of all Latin America. It only appears 
more ridiculous in Panama because Panama is an entrepot, 
an exchange depot, a point of transit for world commerce, and 
thus can hardly aspire to be self-sufficient without reminding 
one of the legendary ostrich with its head in the sand. The 
real rub, it appears, is not the fact that the Canal dominates 
the economy, but the fact that the Zone is American, and 
Panama’s urban economy is therefore inextricably entangled 
with that of the United States. 


In the mid-forties four American experts in various phases 
of economics studied Panama’s dependence on the Zone, her 
tax system and her tariff policy. These reports were a revela- 
tion, but so distasteful to the majority of Panamanians that 
their contents were released only little by little. Besides dem- 
onstrating her great dependence on the Canal, they revealed 
the enormous role in her economy played by the lottery, drink, 
gambling, and regressive taxation. 


Findley Weaver, who studied receipts from the Zone, stated 
the truth which many Panamanians are unwilling to admit: 
“All major economic pursuits in Panama are related in some 


degree to demands arising in the Canal Zone. . .. Commercial 
and financial relations with the Canal Zone... lie at the heart 


of Panama’s economic system and are an essential part of the 
national income of her people.” ! 
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The most obvious effect of the Zone on Panama’s economy 
is the large share of national income directly traceable to the 
Zone. In prewar years this amounted to $24 or $25 million 
a year, of which about four million dollars returned to the 
Zone as payments for purchases. In the peak year of 1943, 
Panama’s gross receipts from the Zone nearly touched the 
$100 million mark, declining in 1945 to $69 million. These 
figures represent a substantial proportion of the national in- 
come: 40% in 1944, and 37% in 1945. And this of course is 
only that portion directly traceable to the Zone. 

Much—sometimes over 60% —of this direct income is paid 
to individuals as wages and salaries. From 1940 to 1945 one 
of every eight gainfully employed people living in the Republic 
worked in the Zone—and his pay almost equalled the sum of 
wages and salaries originating in the Republic and paid to 
the other seven. In 1943, residents of Panama earned more 
than sixty million dollars in wages and salaries on the Zone. 

Business enterprises located in the Republic, mostly in retail 
trade, received most of the remainder of this direct income. 
In prewar years their receipts about equalled wages and sal- 
aries from the Zone, the proportion declining somewhat during 
the peak of wartime employment. 

Direct payments to the government are a small fraction of 
the total. In 1931 they were only $500,000, and reached a peak 
of one and a half million dollars in 1944. The yearly payment 
of $430,000 provided for in the treaty with the United States 
is just a drop in the. brimming bucket of dollars flowing to 
Panama because of the Canal. 

Though harder to measure, money indirectly derived from 
the presence of the Zone comprises much of the rest of Pan- 
ama’s national income. Many businesses depend largely on 
the patronage of soldiers, sailors, seamen, pilots and civilians 
who are on the Isthmus because of the Canal; measurable ex- 
penditures by non-residents reached between six and seven 
million dollars in 1945. Three chief sources of government 
revenue—the lottery, the horse races, and liquor taxes—depend 
largely on this foreign clientele, and fluctuate with the coming 
and going of large military units. Seeing these three items 


1 Findley Weaver, Panama’s Receipts from the Canal Zone in Relation 
to Her Foreign Trade and National Income, Embassy of the United States 
of America, Panama, 1946. Typewritten report, 14 pages. 
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as a sensitive barometer of Panama’s economic condition, the 
Office of Statistics found a sharp decline since 1945. In 1939 
the government got over one and a half million dollars on the 
various liquor taxes; in 19438, over five and a half million dol- 
lars, and in 1950, four and a half million dollars; consumption 
dropped but the tax rate was higher. In 1945, bets at the 
national race track were a million dollars a month; in 1950 
they were off 38%. The sale of “chances,” the cheap lottery 
tickets bought largely by the poor, declined by over half from 
1944 to 1950. 

Her proximity to the Canal has given Panama a per capita 
income which is among the highest in Latin America. With 
a hundred and forty million dollars in 1949, or $183 per per- 
son, she was surpassed only by Argentina, Uruguay, Vene- 
zuela, Cuba, and Chile, with per capita incomes respectively 
from $346 down to $188. Some writers have ranked her next 
to Argentina and Uruguay in other years. This is more than 
twice the estimated $71 per person in 1940 and a drop from a 
wartime peak of $207. 

This comparatively high income is readily apparent in the 
chief cities. The gap between poverty and riches is wide, but 
its impact is attenuated, for one familiar with other Latin 
American cities, by the absence of the usual swarms of sickly, 
incredibly ragged and filthy beggars, and the presence of a 
comparatively large middle class employed in government and 
business offices, stores and schools. 

In the rural areas, however, little of this high income is 
evident. Studies have shown the average campesino to be 
nearly self-sufficient, in some districts averaging only $14.00 
a year per capita income. Although half of Panama’s gain- 
fully employed inhabitants are farmers, and two-thirds of her 
people are country dwellers, only 11.3% of Panama’s national 
income in 1941 came from agriculture; in the wartime boom 
this dropped to 6%. It is here that the “distortion” of Pan- 
ama’s economy by the Canal is most apparent. 

From forty-nine million dollars in 1940 to one hundred and 
forty million dollars in 1950, Panama’s national income almost 
tripled. Where did the stream of dollars go? Certainly not 
to the interior. Nor is the lot of the city laborer any better 
than formerly, for the cost of living has jumped in proportion 
but his wages have risen little if at all. This stream of dollars 
was diverted mostly to a comparatively few politicians and 
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businessmen. Few wealthy Panamanians have made their for- 
tunes in agriculture or industry. A few have done it through 
canny trading. Most have grown rich through deals, arrange- 
ments, land grabbing, tenement rentals, inside information on 
what the government was going to do, pressuring the govern- 
ment into a favor, and especially through government con- 
tracts. Political office ensures the businessman and his friends 
and relatives of prosperity. 

Though Panama’s chief function is selling goods and serv- 
ices to those maintaining, defending, or transiting the Canal, 
her people still think that commerce is not the basis of a 
healthy economy; they believe that only self-sufficient agricul- 
ture and national industry mean true prosperity. ‘For years,” 
lamented the Minister of the Treasury, “we have lived under 
the false doctrine that commerce brings prosperity.” Tired of 
being dubbed parasitic, the Chamber of Commerce retorted 
that commerce does bring prosperity and predicted that Pan- 
ama would continue to live chiefly from commerce for many 
years to come. 

One reason why so few Panamanians are happy about this 
dependence on commerce is that they still labor under the old 
mercantilist delusion that only a country with a “favorable 
balance of trade” is truly prosperous—and from their point of 
view Panama’s balance of trade is alarmingly “unfavorable.” 

When measured by visible exports and imports, perhaps no 
other country in the world has such an “unfavorable” balance 
as Panama. Averaging nine dollars’ worth of imported goods 
for every dollar of exports, in some years the scales are even 
more heavily tipped toward imports. In 1950 Panama ex- 
ported ten million dollars’ worth of goods, and imported $67 
million worth. Of this she “reexported” about five million 
dollars’ worth, largely to passing ships and planes. 

Small wonder mercantilists view the situation with alarm. 
How can such a nation possibly be more prosperous than her 
neighbors who pay for their imports with coffee, bananas, 
coconuts and cacao? The answer, of course, is invisible ex- 
ports. The services sold to Zone agencies are not tangible, 
but the dollars they bring in are just as real, and perhaps 
somewhat more reliable, than the dollars paid for “dessert” 
products. Many of the imported goods are resold to travelers 
and Zonians, who also buy some domestic products. Receipts 
from the Canal Zone provided funds for 86% of Panama’s 
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international payments in 1939, 91% in 1945, and in the fabu- 
lous year of 1943 they exceeded payments by 19%. 

The United Fruit Company ships most of Panama’s exports 
to the United States. Of the ten million dollars’ worth of 
exports in 1950, more than $9,279,000.00 went to the United 
States. Well over half of this was bananas, with one and a 
half million dollars’ worth of abaca fibers and over one and 
a quarter million dollars’ worth of cacao. Other exports were 
cowhides to Europe, coconuts to Colombia, mahogany and ce- 
ment to nearby countries. 

The level of imports is an index of Panama’s prosperity, 
since the country’s business activity consists largely of the 
resale of imported merchandise. From a paltry nine and a 
quarter million dollars’ worth of imports in 1933, the volume 
rose to a high of seventy-five million dollars in the postwar 
year of 1947, when goods were again flowing freely after the 
dollar-rich but goods-hungry war years. In 1950 she imported 
sixty-seven million dollars’ worth, of which two-thirds came 
from the United States and $3,600,000 from the Zone. Nearly 
half of this was manufactured goods, almost a quarter was 
foodstuffs and beverages, with raw materials and semi-manu- 
factured products making up the remainder. 

Cheap water transport brings to Panama a wide variety of 
goods, produced by cheaper or more efficient labor than is avail- 
able locally. Freight charges from many world ports to Pan- 
ama are lower than transport charges from certain points in 
the interior to the terminal cities! Thus Panama can take her 
pick from the world’s goods. With a comparatively high na- 
tional income in dollars, and the advantage of a stream of mer- 
chandise flowing her way, she should be able to boast of a high 
level of living for all her urban people. 

Such unfortunately is not the case. One reason is that her 
government levies high import duties which bear most heavily 
on mass consumption goods and least on luxury items. In 
addition, all items pay a high “consular fee.” Said Dr. David 
Lynch of the United States Tariff Commission, in a report on 
Panama’s tariff policy, “If consular duties were included the 
ad valorem equivalent of the levies on total imports would 
range from about 21 to 27 per cent. Similarly the burden on 
dutiable imports would be increased to nearly 40 per cent.” 2 

He found that in a typical year potatoes were taxed 325% ; 
sugar, 306% ; rice, 115% ; canned tomatoes, 300% ; lard, 73%. 


———_ 


— 
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Perhaps as a result of his diatribe against the regressive nature 
of the duties, some foodstuffs now are much less heavily taxed. 
Nonetheless, carrots, sugar, tomatoes and the like pay 50% to 
100% duty. Many luxury items go scotfree on the theory that 
this will attract the tourist trade. Meanwhile the poor, who 
must spend about half their earnings for food, contribute a 
disproportionate share of import duties. 


Panama’s luxury and curio shops testify to her rich and 
cosmopolitan trade. Her native markets for fresh fruits, vege- 
tables, fish and staples are much like those in other Latin 
American countries. A few dime stores and department stores 
show strong American influence. The most vivid proof that 
Panama is a trading nation, however, is the array of small 
shops lining Central Avenue, “Salsipuedes,” and Front Street— 
clothing stores, hardware stores, dry goods stores, shoe stores, 
grocery stores, drug stores. Many consist of only one small 
room with goods displayed right up to the curb. The small 
stores keep long hours in hopes of attracting working class 
clientele. Many of them advertise “clubs” for installment 
buying. These make shrewd use of the native love of gambling 
by assigning each customer a number; if it comes up in the 
lottery he gets his purchase without paying the balance. 

Who owns these stores? That is a touchy question. The 
Chinese, declared Felipe Escobar in 1928, had the retail gro- 
ceries, Greeks the fruit trade, Spaniards, French and North 
Americans the hotels, Hindus and Chinese the dry goods, 
Syrians, Turks and Armenians the cheap clothing, and Jews 
some of everything. ‘We alone do not prosper here, we who 
have most right.” Though few—2638 in 1940—the Chinese 
so controlled the retail grocery business that “going to the 
Chino’s” was synonymous with “going to the grocery store.”’ 
In 1940, nearly 45% of the men actively engaged in commerce 
or manufacturing were foreigners. 

The Panamanians resent this competition and regard it as 
unfair. Many who censured Arnulfo Arias’ other measures 
approved highly of his “nationalization” of commerce. In 1941 
by devious means he dispossessed most Chinese owners of their 
shops and handed them to his henchmen or sold them for 


2 David Lynch, Report on the Tariff Policy of Panama, Washington, 
D. C.; Inter-American Development Commission, May, 1946. 52 pp. and 
tables. Mimeographed. 
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ridiculous amounts. A few Chinese who were married to 
Panamanians managed to transfer title to their wives, and 
others are back in trade again. He also made it difficult or 
impossible for West Indians to engage in commerce. While 
most Latin American countries adopt nationalistic measures 
to protect home industries, Panama is almost alone in its 
nationalization of merchandising. 

Panamanians approve of nationalistic measures against for- 
eign competition because, they say, the Oriental standard of 
living is so low that a Panamanian could not stoop to compete, 
because the profit was sent out of the country, because the 
foreigners had connections which gave them an advantage in 
obtaining inexpensive goods. The Constitution of 1946 limits 
the entry of foreigners into retail trade to certain types, and 
restricts their entry into the wholesale field. Other laws, some 
dating back to 1934, provide that Panamanians must control 
51% of the stock of corporations, and not more than 25% can 
be in the hands of people of prohibited immigration. 75% of 
all employees must be Panamanians and 75% of the payroll 
goto Panamanians. In August, 1946, the United States Tariff 
Commission roundly scored these nationalistic measures as an 
attempt to give quasi-monopolistic rights to Panamanians. 
It warned that such a program might rebound to Panama’s 
disadvantage in higher prices for goods, loss of tourist trade 
and discouragement of foreign capital investment.® 

“Panama, with its scant population, cannot refrain from 
adopting protective measures such as the nationalization of 
retail commerce,” retorted Foreign Minister Ricardo Alfaro. 
He shuddered to think of the ‘‘enormous number of merchants 
who would come here from all parts of the world if the door 
should be swung wide open to them so they may come to com- 
pete with the Panamanian in his own land.” 4 

Why cannot Panamanians compete successfully against for- 
eign merchants without the weapon of nationalistic law? One 
reason is their business philosophy, which is that of fhe gam- 
bler or plunger, rather than the true trader. They prefer low 
volume and high markup; they want quick, large profits on 
small investment. They cannot think in pennies. In many 


3 United States Tariff Commission, Economic Controls and Commercial 
Policy in Panama, Washington, 1946. Pamphlet, 23 pp. 
4 Panama American, August 18, 1946. 
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stores there is little conception of a “customer service” policy 
such as most American department stores practice. Many 
store-owners prefer to give most of their time to law or politics, 
expecting their businesses to run themselves. A Panamanian 
columnist who ordinarily is the first to defend his compatriots 
and criticize foreigners says the real reason they resent foreign 
competition is that they just do not want to work as hard. 

“Why,” he asked one day, “don’t we work the way the for- 
eigners do? We continue speaking against foreigners, laborer 
or businessman, who take over all the business that should be 
in the hands of the sons of the country; we raise our voices 
against him who dedicates most of his time fulfilling his duties, 
performing a job of some kind or attending to his commercial 
obligations and ends up by making some money after years of 
constant struggle. 

“We criticize whoever raises himself from a humble position 
and succeeds in holding a notable position that the Panamanian 
should occupy. We live embittered by the well-being of the 
foreigners who get it by dint of hard work, and right now we 
are yelling because the Chinese have again taken over the 
grocery stores and prevent native elements from running them. 
We should be ashamed of ourselves for this crying which shows 
only our lack of working capacity, our laziness and our neg- 
ligence. 

“What happened to those stores, those bars, that passed to 
Panamanian hands because of an arbitrary and unjust com- 
mand? How many Panamanians sold them back to their 
previous owners and how many still have them? The Pana- 
manian, it is painful to confess, is no good for any job that 
requires steady application and responsibility, that separates 
him from the bar, cock fights, and horse races. In a word, he 
can’t pull himself from this waste of time and money that 
forces him to abandon his store, his business, or his job. 

“Certainly with such a mode of living no one can make a 
fortune, no one can prosper. 

“But the foreigner, laborer or businessman, is different. He 
does his daily duty, works, struggles and after some years of 
incessant work, he realizes a fortune, and with it, tranquillity. 


re 


“Why can’t we emulate him?’ 5 


5 The columnist, “Yugurta,” in “Salpicaduras,” translated from Spanish 
section of Panamd-Ameérica, September 17, 1947, in English section of 
September 20, 1947. 
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When it is not the foreigner in the Republic whose com- 
petition rankles, it is Uncle Sam’s commissaries on the Zone. 
Since 1905 when President Amador of Panama himself headed 
up a delegation of businessmen who went to Governor Charles 
Magoon to complain of the Zone commissaries, Panamanian 
merchants have howled about the competition presented by our 
tax-free nominal-profit government stores. After the first 
World War, it was charged that half the people in Panama 
and Colon used the commissaries, which advertised luxury 
items from all over the world. “The fact was that in 1918 the 
Republic had a population twenty times as great as that of 
the Canal Zone, but imported less merchandise.” ® 

Minister Ricardo J. Alfaro, later president, wrote Charles 
Evans Hughes in 1923 that the Panama Railroad Company 
operated “. . . commissaries, livery stables, garages, baggage 
transportation within the cities of Panama and Colon, dairies, 
poultry farms, butcheries, packing and refrigerating plants, 
soap factories, laundries, plants for roasting and packing cof- 
fee, sausage and canned meat factories, iron works, carpenter 
shops and cooperages, etc.” 7 

The United States agreed to restrict patronage to Zone em- 
ployees and their dependents, and to sell only necessities. Even 
today, however, Panamanians complain that the only three 
items not for sale in Zone commissaries are women, whiskey 
and autos. 

“Unfair competition,” complain Panama’s merchants. And 
it is true that commissary prices have often been only half as 
high as prices in the Republic—or even less. They are run 
under certain advantages, such as low freight rates, no import 
taxes, no necessity of showing a profit. But what most Pana- 
manians do not understand is the tremendous contribution the 
commissaries make to the real income of their country. People 
who just manage to get by now would be half starved if they 
had to buy only in Panama. Though since 1926 only United 
States government employees and their families have been 
entitled to commissary privileges, there is said to be a lot of 
smuggling of goods from the Zone into Panama. But this, too, 
is income which makes Panama’s existence a little less poverty 


6 William McCain, The United States and the Republic of Panama, 
Durham: Duke University Press, 1987. Pages 226-227. 
7 Ibid., p. 230. 


THE ECONOMY OF PANAMA 13 


stricken. A few merchants aren’t making the extra profits 
they would like to, but these are gains to consumers, gains 
which “are a greater net advantage to the country than added 
profits for merchants or other restricted groups.” § 

Not all deny these benefits. Any proposed cut in commis- 
sary privileges draws immediate protests from consumers. 
A Panamanian congressman once said, “Blessed be the com- 
missaries of the Zone, for they are the salvation of our poor 
people.””’ The commissaries perform yet another valuable func- 
tion by exerting a brake on the high mark-up of private mer- 
chants. All in all these government shops represent one of 
the greatest gifts the United States has made to the people on 
the Isthmus—and yet they have been the source of great ill-will 
because they have reduced the profits of ambitious and influ- 
ential merchants who are less interested in their country’s 
welfare than their own. Many of these same merchants may 
be seen eating at the Tivoli and the clubhouses and attending 
Zone movies; in fact many Isthmians believe that much of the 
smuggling of commissary goods into Panama is actually engi- 
neered by those well able to pay Panama prices. 

Purchases from the Zone which appear on official records 
amount to a tidy yearly sum, which has risen from slightly 
over four million dollars in 1939 to over seventeen million in 
1945. This paid for commissary merchandise, hospital care, 
water for the terminal cities, street cleaning, garbage collec- 
tion, construction of some streets and roads. 

In order to sell the commissaries must buy, and they are per- 
fectly willing to buy from Panama if specifications are met 
and the supply is regular. These conditions have rarely been 
met in the past. Our Embassy recently attempted to explain 
Zone requirements to Panama’s businessmen and producers, 
and in 1949 substantial contracts were awarded Panamanians, 
largely for beef, cement, and sugar. In 1951 the Canal spent 
over one and a half million dollars in Panama, of which 
$710,000 went for agricultural products, mostly beef and 
sugar, $435,000 for beverages and industrial products. 

Panama has an enormous merchant marine for such a tiny 
country. Nine hundred ships were flying the Panamanian 
flag in 1949. Almost all are owned by foreign companies, who 


8 Simeon E. Leland, A Report on The Revenue System of Panama, 
Inter-American Development Commission, Washington, D. C., 1946. 
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find Panamanian registry a convenient means of reducing ex- 
penses and evading many restrictions. 

High trade barriers, Zone competition, and the lack of a 
spirit of commercial enterprise have kept Panama City and 
Colon from developing into the really great centers of world 
commerce that one might expect them to be. An American 
expert advised creation of a foreign trade zone in the Republic 
which would bring European and American manufacturers 
closer to Latin American markets and be of great direct and 
indirect benefit to Panama.® 

A foreign trade zone has been established in Colon and 
another is planned at Tocumen Airport. The Colon Free Trade 
Zone board hopes to make Colon an international port of call 
with its own docks and an area where numerous world manu- 
facturers will share building space for warehouses and packing 
and assembly plants. Foreign goods can enter the zone with- 
out going through customs; there goods can be stored, assem- 
bled, partially processed or repackaged, and then resold or 
shipped free of Panamanian duty to another country. Already 
several large American firms have been attracted; a large drug 
company moved its entire New York office, handling its export 
trade, to the free zone. Many Panamanians look to the zone 
to create a demand for labor and stimulate shipping and agri- 
culture. Some businessmen fear smuggling and evasion of 
import duties; but they are assured that the danger does 
not exist. 

The Chamber of Commerce advocates a duty-free economy 
for the entire country. Then merchants could undersell com- 
missaries and post exchanges, there would be no smuggling, 
and one point of friction with the United States would be elim- 
inated. Prices would be lower, and the buying power and 
standard of living higher. Certainly allowing all goods to 
enter free of duty would greatly benefit the poor, who fn effect 
pay regressive taxes because of the absurd system of import 
duties now in force. It would also be consistent with what has 
always been Panama’s natural function: the sale of goods and 
services connected with the Isthmian transportation route. 
Nonetheless, most Panamanians apparently have less faith in 


9 Thomas E. Lyons, Executive Secretary, Foreign-Trade Zones Board, 
U. S. Department of Commerce, “Report on Proposal to Create a Foreign 
Trade Zone in the Republic of Panama,’”’ Washington 25, D. C., Septem- 
ber 1, 1946. 40 pp. plus appendices, mimeographed. 
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this plan than in the notion that Panama should develop her 
own industries. This dream is found in all of Latin America. 
It is of course stimulated by every crisis that makes importa- 
tion difficult, such as depression and wartime curtailment of 
shipping. Essentially, however, it is an expression of economic 
nationalism. 

While Panama has never been a manufacturing country, its 
people refuse to give up the dream. Daily one hears proposals 
to establish this industry or that, and some promoters are suc- 
cessful in enlisting government aid in the form of a high pro- 
tective tariff and other concessions. It is difficult to see much 
justification for dreams of Panama as a highly industrialized 
country, however. She lacks a market, native know-how and 
willingness to invest, cheap power, and adequate transporta- 
tion facilities. Labor is somewhat scarce, too, because of the 
scanty population of the country and the proximity of the 
Zone; and her currency is on a par with that of the United 
States, making sales to countries with cheaper currency and 
labor unlikely. As for foreign investment, toward that she 
has such an ambivalent attitude that foreigners are now little 
interested in industrial development. 

Cheap and heavy or bulky products are about the only ones 
in which Panama has an advantage. Cheap beverages, lumber, 
furniture, mattresses and cement are successfully produced. 
Beer is Panama’s most lucrative home industry. A local mo- 
nopoly produces several brands of the “liquid Panamanian 
bread.” It depends largely on the patronage of a large floating 
population of American military and naval forces; witness the 
decline in sales from 26 million liters in 1945 to 13 million in 
1950. Other manufactures include wines and liquors, soft 
drinks, rectified alcohol, soap, ceramics, footwear, sole leather, 
hides, sugar, canned milk. A number of small shops produce 
clothing and furniture. 

Some of these industries are successful only because tariffs 
are so high that competing goods cannot enter. National in- 
dustries are often given tremendous concessions when backed 
by local capital. The new cement company, for example, was 
promised an almost prohibitive tariff on cement for 25 years, 
and was rented 1500 acres of state land at $1.00 a year. Upon 
proposing to set up a $12,000.00 biscuit factory a few years 
ago, a prominent family was promised that the tariff on bis- 
cuits would not be lowered until 1971, and that until then they 
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would have to pay no municipal, provincial or national taxes! 

Duties on such items as potatoes and sugar were designed 
to “protect native industry.” Potatoes are not suited to Pan- 
ama’s climate; sugar has been a monopoly which until recently 
charged four times the world price. Lynch agreed with an 
earlier investigator, Roberts, that duties should be lowered; 
in fact, because of her geographical position and the desirabil- 
ity of keeping her prices more or less on a par with those of 
the Zone commissaries, Panama would do well to lean as far 
as possible towards a free trade policy. Lynch flayed the pro- 
tectionist program as a “monstrosity,” a “subsidy to parasitic 
industries,” and “a placing of hateful burden on the poor.” 
He thinks high duties on such raw materials as sugar have 
actually retarded the development of enterprises which might 
have made healthy contributions to the national income and 
have often operated as a price umbrella shielding outmoded 
and high-cost methods of production. He cites the wearing- 
apparel industry as one that is thriving with little or no pro- 
tection and producing a satisfactory product at reasonable 
prices. Potatoes, on the other hand, do not do well in Panama; 
yet in a typical year Panamanians have been required to pay 
as much as $236,000 in import duties to protect an industry 
whose domestic production was valued at only $70,000. 

Spokesmen of sub-marginal protected industries repeatedly 
told Dr. Lynch that they could not conceive of a time when 
their businesses could exist without government support. 
“Such statements indicate that various industries should never 
have been established, inasmuch as their existence is continu- 
ously dependent on the exaction of indirect tributes from tax- 
payers. The government has no moral obligation to guarantee 
the profits of any chosen group of producers.” !° 

There are, of course, certain things which Panama would 
do well to develop, perhaps utilizing oranges, coconuts, and 
fish for canning and freezing. The old specialties of tortoise 
shell, mother of pear], pearls, coral and fine gold filigree work, 
if properly promoted, could be as attractive to tourists as the 
gaudy Oriental imports now <hown in the bazaars. On the 
whole, however, most of the Panamanians’ dreams of indus- 
trialization should be subjected to the severe tests suggested 
by Hanson: 





10 Lynch, op. cit. 
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“Against the current overwhelming acceptance of the role 
of industrialization, we must pose the simple question whether 
in Latin America the primary motive is more and cheaper 
goods or whether it is another attempt to create a privileged 
position for a small group rivaling that of the traditional land- 
owning group. On the distribution side, the readiness to sub- 
stitute a mass-consumption business philosophy for the pre- 
vailing philosophy of small volume and high unit profits must 
also be examined.” The slogan of “industry regardless of cost” 
holds out dangers of disappointment. “From the standpoint 
of development, the test of the drive (for industrialization) is 
not the fact that the country may thereafter be consuming 
what is produced at home, but whether it is consuming more 
than previously ... the motive and justification of industrial- 
ization (for the masses of poor) can only be more and cheaper 
goods.” }! 


Four eut of five males over age ten and one out of five 
females are gainfully employed. Of every hundred workers, 
51 are farmers, 14 work in the Zone, 9 are servants, 7 work 
in manufacturing, 5 in public or professional service, 5 in com- 
merce, 5 in construction, and 2 in transportation and com- 
munication.!* 


The productivity of the Latin American worker is notori- 
ously low. The chief reason, according to a long-established 
belief of foreign employers, is “natural indolence.” The kind- 
ness of nature in the tropics, they say, makes people lazy. 
“Life is by far too easy for the poorer classes,” said Bidwell 
in 1864, “‘for there to be any hope of these people becoming 
truly industrious. As they say themselves, ‘It is never cold 
here,’ and where it is not cold, there is not much hunger. So 
long as a man can live and support his family on a few wants, 
and those wants he can readily provide for by one or two days’ 
work a week—work that is performed lazily but dearly paid 
for. ... As the employer must have this labor, and as the 
laborer can live without work, the master, who is generally 
at Panama the weakest, goes to the wall.” ™° 


11 Simon G. Hanson, Economic Development in Latin America, Wash- 
ington: The Inter-American Affairs Press, 1951. Pages 10-11. 

12 Rough equivalents of percentages given in the 1940 census. The re . 
maining 2% includes those whose occupation is not listed or classified. 
13 Charles T. Bidwell, The Isthmus of Panama, London, 1864, p. 250. 
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Even today many would agree with this judgment, and laugh 
at the line in Panama’s national hymn, “Let’s to work with no 
more delay.” Insofar as there is some truth in such charges, 
what are the reasons? The kindness of nature is no longer a 
factor, if indeed it ever was, for today’s standards are much 
higher. Today’s urban worker, at least, sees many things he 
wants; and even the barest necessities of his tenement exist- 
ence must be paid for in Yankee dollars. If he has no political 
sinecure or lucrative business, he labors hard and long. His 
low productivity is due to three things (besides lack of machine 
power) : health conditions, the age structure of the population, 
and the prevailing attitudes toward work and saving. 

Health conditions in urban Panama are far better than in 
many other Latin American countries. Even so, malaria, 
intestinal parasites, and malnutrition undermine vitality and 
account in large part for the oft-noted “indolence”’ of the work- 
ing population. 

The economically active portion of the population must sup- 
port more dependents than in many other countries, say the 
United States. Forty per cent of the Panamanians are under 
age 15, as compared with 25% in the United States. This is 
probably typical of Latin America. As a consequence, much 
of the energy of those in the productive years goes into the 
bearing and raising of children. While this predominantly 
youthful population may strike a hopeful note for the future, 
it is undoubtedly one cause of low per capita income. It also 
helps to explain why one out of five boys between age 10 and 14 
are w rking, and four out of five between 15 and 19. They 
also keep working as long as they are able; four out of five 
men over 70 are still working. 

Foreigners have often commented on the Latin American’s 
“inherited” disgust for manual labor and his preference for 
politics, the professions, and—farther down the scale—busi- 
ness. This attitude is very noticeable among the middle and 
upper class, though somewhat attenuated in Panama by the 
example of the Zone, where skilled laborers live on a higher 
level of comfort and security than most Panamanian white 
collar and professional workers. The history of Panama has 
accentuated a tendency to rely on luck and to blame bad luck 
for failure, rather than one’s own lack of ability or initiative. 
The lottery is the only hope most Panamanians have of ever 
achieving a comfortable living standard. 


= . —apemeene 
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The lack of thrift among the mass of Panamanians is easily 
explained: wages are so low there is no margin for saving; 
in fact, they barely allow subsistence, much less a minimum 
standard of health and decency. Half the workers in Panama 
City were found in a survey to be earning less than $50.00 a 
month, while the average wage was $76.50. Outside of the 
principal cities wages are much lower, around $30.00 in the 
provincial capitals and less in the smaller villages.” 

In an economy geared to the American dollar, to imported 
and highly taxed goods, this wage is ridiculously low. Lower 
class urban women often have to work to support themselves 
and their children, largely because of the disorganization of 
family life. Twenty-eight per cent of the urban women over 
age ten are gainfully employed and only 11% of the rural. In 
the predominantly urban provinces of Panama City and Colon 
this percentage rises to nearly a third; foreign-born women 
are more likely than native-born to be gainfully employed; 
nearly half in Bocas del Toro and Colon, provinces with large 
numbers of West Indians, work. 


Two out of five women workers are servants, 15% are em- 
ployed in manufacturing, 17.2% in agriculture, cattle raising, 
and fishing (a misleading figure, as only heads of households 
are reported here as working, and many women work along- 
side their husbands) ; slightly more than 11% in public and 
professional service. The remainder are more or less equally 
divided among Zone employees, commerce, and other activities. 

The women in public and professional service are largely 
middle-class school teachers and office workers. Many of them 
are married. They find their salaries necessary additions to 
the family income in the struggle to raise their children ade- 
quately, and acquire the many things they want. 

“In the United States, the workers aimed first at achieve- 
ment of a high level of wages—a ‘saving wage’—and then 
sought social security and welfare legislation to supplement it. 
In Latin America they have won, or rather been given, a mass 
of social legislation while wages remain at a level that does not 
permit any significant expansion of mass purchasing power.” 14 





* Annual Economic Report of the American Embassy in Panama, 
No. 90. 

14 Serafino Romualdi, “Labor and Democracy in Latin America,” For- 
eign Affairs, April, 1947, p. 481. 
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The government’s enlightened and elaborate Labor Code and 
social security legislation are perhaps due less to the influence 
of labor itself than to the impact on those who shape labor 
policy of the example of the Zone and of neighboring Costa 
Rica. A huge social security organization is designed to pro- 
tect the urban worker against the financial hazards of illness, 
old age, disablement, motherhood, and death. In 1950 the 
agency took in 514 million dollars. 

Minimum wages, an eight-hour day and six-day week, over- 
time pay, a month’s vacation with pay (during which one can- 
not work for anyone else) are some provisions of recent labor 
legislation. Besides getting liberal maternity leave, women 
are supposed to receive equal pay with men. The Labor Code, 
which went into effect in 1948, is a definite step forward but 
its effectiveness is uncertain; not all occupations are covered, 
fines for violations are ridiculously low and there are no jail 
sentences. 

Labor organization has not been completely successful in 
Panama. Lack of industrial development, heterogeneity of 
the labor force, which includes many English-speaking West 
Indians with whom Panamanians feel little or no solidarity, 
and bitter memories of early experience with strikes long dis- 
couraged laborers from joining unions. Early in the twenties 
the Syndical Union of Workers was founded, and when hous- 
ing was found to be the sorest point with the working class, 
called a rent strike in 1925. Firemen turned hoses on the 
crowds gathered in Santa Ana Park; then President Porras 
called the American soldiers to restore order, and left in Pana- 
manian minds and history texts a bitter memory of “Yankee 
bayonets,” of an “unfriendly act” of the United States. In 
1932 another rent strike was broken by the police. During the 
depression of the early twenties and again a decade later the 
Panamanians agitated for repatriation of the West Indians, 
whom they considered unfair competitors in the labor market. 
Tenement owners, always powerful in Panamanian politics, 
blocked wholesale repatriation, and the questions of housing 
and jobs continue to embitter relations between the two groups. 

During the thirties labor organization made some headway. 
Led not by men from the ranks but by middleclass sympa- 
thizers, they were oriented toward political action rather than 
collective bargaining. The Federacién Sindical de Trabaja- 
dores is now leftist; its affiliation with the left wing students 
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is close, and its leaders are working with the leaders of the 
youth movement to interest the campesinos in union. The 
Union General de Trabajo is an anti-leftist group which broke 
off from the Federacién in 1947 and appears to have govern- 
ment support; delegations to international conferences are 
chosen from its ranks. There are a number of smaller unions, 
usually connected with a specific industry, such as the brewery 
workers. 

The presence of the Zone, of course, complicates the labor 
picture. Its demand for labor fluctuates greatly with the exi- 
gencies of war and new construction. When it is high, pros- 
perity reigns in Panama; when it is low, there is a wave of 
unemployment. The Zone uses Panama as a dumping ground 
for wornout and superfluous labor. Discharged, superannu- 
ated, and disabled local rate workers cannot stay on the Zone; 
they must come into Panama or leave the country; if they are 
retired they have such a small pittance that they are a burden 
on the country. 

The discriminatory policy of the Zone in wages and living 
conditions on the one hand, and the higher real wages offered 
unskilled labor in comparison with average wages paid in 
Panama on the other hand, make for ambivalent feelings to- 
ward Zone employment. Many swallow their pride and work 
for Zone wages and commissary books, cheap medical care and 
regular hours. During every boom many come from the in- 
terior to live in the terminal cities and work in the Zone; when 
the inevitable “bust” follows, many stay on to swell the ranks 
of unemployed, miserably housed city laborers. 

The Panamanians have a good, hard money which gives 
them little trouble: the American dollar. Though Arnulfo 
Arias printed some paper balboas and nationalists persist in 
quoting prices in balboas, the only paper money around is the 
dollar. American coins circulate freely and on an equal basis 
with Panamanian silver. 

Dollars were abundant during the war, when direct receipts 
from the Zone went as high as 9814 million dollars one year. 
Bank deposits soared so high that two banks stopped paying 
interest. But investments continued in the traditional pat- 
tern: heavy on real estate, wary of anything productive. This 
reluctance to back industry was characteristic also of the two 
large American banks which came in several decades ago; they 
prefer to risk only short term demand loans. The government 











22 INTER-AMERICAN ECONOMIC AFFAIRS 


established a bank to make loans to agriculture and industry, 
but for various reasons it has been somewhat less than a com- 
plete success. A privately-backed credit bank is trying to fill 
the gap by granting loans and paying a higher rate of interest 
on savings, but suffered a setback during the Arias regime 
There is plenty of money in Panamanian hands; but the rich 
are generally reluctant to invest in agriculture or industry; 
they either sink it in real estate or send it out of the country. 
Bank deposits in 1945 were eighty-two million dollars (of 
which sixty-seven million dollars was private savings ac- 
counts) compared with thirteen million dollars six years 
earlier. Postwar purchases brought the total down to sixty- 
five million dollars in 1950. 

With so much idle money in Panama it is hard to under- 
stand why Panamanians cry for foreign capital. This is 
another of the many curious ambivalences found in their think- 
ing; in one breath they decry economic imperialism and in 
another they plead for foreign advice and capital—usually 
American—as all they need to get them well on the road to 
industrial and agricultural development. 

American investments in Panama have been heavy since the 
railroad was built over a hundred years ago. By 1881 our 
investments in Colombia amounted to fourteen million dollars, 
most of it in Panama province. But Panamanians wanted 
more. When Roger Babson visited the Isthmus in 1915, Presi- 
dent Porras told him American capital was not coming in fast 
enough, that “‘All we need now is affection and capital, to make 
the rose blossom where the cactus now flourishes.” 15 

Wooed by such promises, many American companies have 
established branches or agencies in Panama. Among the 
largest enterprises are the United Fruit Company and Fuerza y 
Luz (Light and Power, a subsidiary of Electric Bond and 
Share). These two companies are targets for much Yankee- 
baiting in most Latin American countries where they are 
established ; in Panama the presence of the Canal has deflected 
much of the criticism they might otherwise have attracted. 
The growth of nationalism in the past dozen years, however, 
has made for harassment of established enterprises and dis- 
couragement of new ones. Nationalistic laws, discriminatory 
measures, levying of ancient and long ignored taxes (the per- 


15 Roger W. Babson, The Future of South America, Boston, 1915, p. 89. 
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son denouncing the company gets a fat cut of the take), and 
numerous petty needling tactics against Fuerza y Luz indi- 
cate the climate of opinion. While native investors are offered 
and promised free land, tax exemption, high tariffs, and other 
concessions, foreigners thinking of investing are limited to 
certain kinds of businesses, told that they must hire a Pana- 
manian technician for every American technician on the pay- 
roll, regardless of whether or not there are enough trained 
Panamanians available, offer local investors half the shares, 
guarantee production, pay for any damages, pay the govern- 
ment stipulated sums at specified times, and give certain free 
services connected with their business. In return they can use 
waterways and existing roads. 

If few Panamanians have enough confidence to invest their 
own money in local industry in spite of all the concessions 
they are offered, how much less inviting is the prospect to a 
foreigner looking for a good investment! Apparently when 
Panamanians say they need American money, they mean public 
money. For as one acute observer of the Latin American 
scene remarked, “Difficult as negotiations are in Washington, 
it appears easier for the Latin American administrator to get 
financing out of the American taxpayer than to enact proper 
tax legislation at home” !*—tax legislation that might put idle 
savings to work. 

With a foreign debt of eleven million dollars in 1951, and 
a domestic debt of over twenty-one million dollars, the govern- 
ment was trying to negotiate a twenty-two million dollar loan 
from the Export-Import Bank. Several private companies had 
already refused; the President denied the rumor that this was 
because of the country’s political instability, insisting that 
money was scarce. 

The government plays an important role in Panama’s eco- 
nomic life. It does this in various ways: by entering some 
fields itself, by regulating certain activities, by means of its 
revenue system, and by means of its expenditures. 

While the government owns fewer businesses and industries 
than in many Latin American countries, the timidity of private 
capital and the mutual distrust of foreign investors and Pana- 
manians have forced the government into several fields: the 


16 “Acierto,” pseudonym, “A Marshall Plan for Latin America,” Jnter- 
American Economic Affairs, 1: September, 1947, p. 3. 
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Chiriqui railway, housing, the telegraph system, credit bank- 
ing, etc. 

Success in business often depends on political connections. 
Contracts, licenses, scarce goods are awarded or withheld 
according to political strategy. Businesses are taken from 
one owner and handed to another on flimsy pretexts. Rela- 
tives and friends of the president and the minister of public 
works have an advantage over business competitors with no 
such connections. Legislation is abundant, projects even more 
so; but there is no consistent policy carried on for any length 
of time. The dominance of the spoils system and the lack of 
any stability in administration rules out planning. The Pana- 
manians exhibit another contradictory set of attitudes in this 
connection: they have no faith in the government and blame it 
for all the evils of the country when they are not blaming the 
United States and the Zone. Yet when they discuss any spe- 
cific problem their conclusion inevitably boils down to: “The 
government must do something.” 

The government revenue system both reflects and molds 
national economy. A comparatively enormous government 
income—over thirty million dollars in current years—comes 
largely from indirect and regressive taxation. High taxes on 
imports and exports, on liquor, gambling and the lottery fur- 
nish the bulk of this income. Of every ten dollars, four come 
from import duties and consular fees; $1.50 to $2.00 from the 
lottery ; over a dollar from the tax on manufacture and sale of 
intoxicating beverages; and another dollar from the income 
tax. The balance comes from the government services, sale 
of lands, the Canal annuity, export duties, and other internal 
revenues such as the property tax. 

According to Simeon Leland, property assessments and tax 
rates are too low; and there is marked evidence of favoritism 
in collection of property taxes. The tax, he says, should be 
doubled, valuations published, bills mailed to taxpayers, and 
glaring inequalities ended. 

Income taxes, too, are among the lowest in the world. 
Though taxes begin at a low level, the 5% bracket begins only 
at $12,000.00 and even a man who makes a million pays only 
16%. While social security cards showed that 11,537 people 
should have paid income tax in 1945, only 4,473 did so. Lack 
of record-keeping, use of cash in business transactions, the 
small and untrained auditing staff all make evasion easy. With 
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some taxes, such as the capital gains tax, collections appear 
to be made only from those who do not object! Political con- 
nections insure one against punishment for evasion. The in- 
heritance tax is a farce because the heirs pay the appraisers 
of the estate! 

Tax laws are uncodified, and administration and collection 
so little organized that many taxpayers say they do not know 
what taxes they owe, nor where to pay them. Many do not pay 
at all, or wait until a collector shows up and adds a 10% pen- 
alty to the tax. In 1946 the special tax collector earned the 
largest income in government service—$46,000. Leland found 
that delinquent taxes are usually collected only from the “easy 
marks.” If any resistance is shown, only a half-hearted effort 
to enforce payment is made. This condition is, Leland thinks, 
the by-product of years of interference with the execution of 
tax laws. Taxes should be based on ability to pay rather than 
power to extort. 

This regressive taxation, with its emphasis on products most 
in demand by low income groups, with savings and real estate 
and high incomes going almost scot free, with high tariff pro- 
tection for a privileged group of domestic producers, is typical 
of Latin America. It helps to keep mass purchasing power low 
and to perpetuate the wide gap between rich and poor. 

Government expenditures as well as taxes and tariffs influ- 
ence the national economy. The thirty-eight million dollar 
government budget in 1950 (13.3% of which was borrowed) 
was large indeed for a tiny Central American country. Over 
a fifth of it went for education. Public Works and the depart- 
ment of Government and Justice (characterized by an editor 
as a “useless bureaucracy’) each took over 17% ; Labor, Social 
Welfare and Public Health, 15% ; other ministries, 16% ; the 
public debt, 11%. The Ministry of Agriculture, Commerce and 
Industry got somewhat less than 3%! 

Much of this money goes to a long payroll of government 
employees, typical of Latin American countries. In 1927 
George Roberts thought about a quarter of all government 
employees could have been discharged “without hampering in 
the least the operation of the government.” !7 Leland thought 
it was still the case nineteen years later. In the lean postwar 
days the state is the chief employer. In fact, the Costa Rican 


17 Roberts Report, National City Bank of New York, N. Y., 1927, p. 20. 
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official who said, “Our government payroll is our unemploy- 
ment insurance,” spoke for much of Latin America. The spoils 
system is so strongly entrenched that an official hardly dares 
cut down jobs; so many are filled by poor relatives, mistresses, 
or political hangers-on of important politicos. In fact there is 
pressure on him to create new ones, even if they are such 
empty “botellas” (“bottles,” as sinecures are called in Panama) 
that the supposed jobholder never shows up at the office. 

This pattern of collection and distribution of public funds is 
hardly conducive to a healthy economy. It does not mobilize 
savings, develop agriculture and industry, encourage invest- 
ment, distribute wealth or raise the purchasing power of the 
masses. Tax policy, tariff policy, investment policy are all 
shaped by the government. Thus far they have been shaped ac- 
cording to the dictates of a small clique with vested interests. 
They will probably continue to follow the same line as long as 
the government continues unstable and the spoils system domi- 
nates political maneuvering. If the growing middle class with 
its increasing numbers of educated people anxious for reform 
ever succeeds in reforming the system of public administra- 
tion, consistent programs may be carried out. As it is now, 
each new minister abandons his predecessor’s plans and an- 
nounces, in glaring headlines, grandiose projects of his own. 
Years of reading these jubilant announcements of dreams 
which never materialize make one skeptical that the govern- 
ment of Panama as now constituted will ever take effective 
action. Its leaders find their people too easily believe the myth 
that if only Uncle Sam would send more money and more ex- 
perts everything would be fine. 

This belief is consistent with their historic dependence on 
good fortune coming to the Isthmus from elsewhere. Just as 
individual Panamanians dream of their number coming up in 
the lottery or of a new boom on the Zone to mend their for- 
tunes, collectively they look to the United States to solve their 
economic problems. Still thinking in terms of huge unex- 
ploited natural resources, they cry that all that is needed is 
capital and know-how to set them on the road to prosperity, 
and these must come from the United States. They paint 
glorious pictures of a rosy future for Latin America after it 
has proper communications systems, roads and railroads, farm 
and mining equipment, technicians. ‘In short, a series of helps 
which the United States is in a position to extend, and which 
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they must extend in ample and generous form because over a 
period of years nothing less is in the balance than the economic 
future of the entire continent.” 18 

These pleas, of course, coexist with tirades against dollar 
diplomacy and Yankee imperialism—the ancient bogeymen of 
Latin American nationalists. Ricardo Alfaro decried this 
ambivalence in the political field; he protested against the 
tendency of some Latin Americans to clamor against Yankee 
imperialism and when an unsatisfactory dictatorship arose in 
their country, to demand, inconsistently, that the United States 
act as a big brother or policeman, and intervene. “We Latin 
Americans,” he said, “must realize that we are the only ones 
to cure our own evils.” 

“The casualness with which intelligent Latin Americans can 
similarly blind themselves to the need for self help in the 
economic field and put the issue of economic progress baldly 
up to the United States is a disturbing characteristic of Latin 
American thinking.” 1° 

This characteristic is perhaps more understandable in Pan- 
ama than elsewhere, for no other Latin American country’s 
economy is so closely related with ours. Nonetheless it is the 
Panamanians themselves who decide how the stream of dollars 
shall be distributed and invested. Pouring more and more 
dollars in to line the same pockets is no real solution. Sending 
down more and more experts whose reports gather dust is even 
more futile. Only a more stable and enlightened system of 
public administration which overcomes both nationalism and 
personal selfishness can solve her problems. 

Until that day comes, what is the future of Panama’s 
economy? 


On the basis of evidence over several decades we expect that 
the people will continue to muddle along. Individually, they 
will dream of hitting the lottery as the final solution of their 
economic problems. Collectively, they will count on Yankee 
dollars for defense or construction in the Zone, direct aid or 
loans, to pour money into the country. They will worry pub- 
licly about lack of roads, the need for higher agricultural pro- 
duction, the high cost of living. They will call in foreign 
experts to diagnose their ills—and if the reports step on too 


18 Editorial, Estrella, October 2, 1951. 
19 “Acjerto,” op. cit. 
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many toes, they will shelve them. Many will start out earnestly 
to put through reforms; some will succumb to the pocket-lining 
urge, others quit in disillusionment, while a few will go on, 
as a few always have, making a gain here and there for the 
interests of the underprivileged. Industry will go on relying 
on tariffs and concessions; merchants will go on charging high 
prices; taxes will continue regressive and badly administered; 
labor will continue to be poorly paid; the right political con- 
nections will go on being the secret of making money. 

There will doubtless be changes and slow improvement—but 
they will probably be due to the pressure of social changes 
occurring the world over rather than to the determined effort 
of Panamanians working together for the good of the nation. 


Some Aspects of Economic 


Development in Venezuela 


By JUAN SARDA * 


In the past few years Venezuela has experienced a sub- 
stantial and rapid growth of its economy. From a backward 
economy characterized by under-developed resources, the ex- 
pansion of the last fifteen years deriving largely from the 
beneficial impact of foreign investment has brought Venezuela 
into a period of vigorous advance. Despite an increase of 
population of 2.9% annually between 1941 and 1950,! the 
rate of capital formation has been sufficient not only to main- 
tain the level of consumption but also to provide a remarkable 
increase in the standard of living. 

While the record of this period permits comparison with 
other so-called “new” countries as a case study in economic 
development, the Venezuelan case has some peculiar charac- 
teristics. The central role of the petroleum sector of the 
economy in the developmental process provides special fea- 
tures. On the one hand, there is the extraordinary impor- 
tance of privately-owned oil companies with their dual char- 
acter as international investors and as Venezuelan exporters, 
and on the other hand there is the strong position of the 
government as the link between the contribution of the oil 
industry and the development of a national economy. The 
government assumes so overwhelming a position in internal 
economics that the Venezuelan process can in a sense be 
labelled a case study in government planning of economic 
development. 

Economic Development and the Oil Industry. The impact of 
the large investments in the petroleum industry began as 
a development limited strictly to the petroleum sector of the 


* Dr. Sarda is economic adviser to the Banco Central de Venezuela. 
The opinions expressed in this article are those of the author and not 
necessarily those of the Banco Central. 

1 Resultados Provisionales del Octavo Censo de Poblacién, Ministerio 
de Fomento 1951, Banco Central de Venezuela 1951, Chapter XI-I. 
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economy—an area of high efficiency with conditions more 
closely resembling those of the investing countries than those 
of Venezuela. And gradually, the whole economy was stimu- 
lated as the benefits of the yields from petroleum began to 
spread to the whole economic system. There are several 
different possible interpretations of the process by which the 
external forces (chiefly oil investments) served as the driving 
force for the economy. 

First, an estimate of the volume of funds transferred to 
the Venezuelan economy, originating chiefly in oil but enter- 
ing also as counterpart of other items on current account and 
even as imports of foreign capital. The table below shows 
the figures of total receipt of funds, recorded for the period 
1944-1951: 

Receipts in Millions of Dollars 


Banco Central Commercial 

Oil Others Banks Total 
Senet oe ee 10.7 rs $133.1 
1945___.. _.. 208.0 12.8 Bap a, 220.8 
1946. 300.9 22.3 : 232.2 
1947_. —, MES 22.5 pers 465.0 
1948 Crees 675.2 28.3 : 703.5 
1949. : _ 664.4 18.5 99.0 781.9 
1950____.. : : . §223 12.5 124.6 659.4 
1951 608.7 11.3 170.8 790.8 


Source: Banco Central de Venezuela, Memoria, 1944-1951. 

Note: “Oil dollars’? means the amount of currency sold by oil com- 
panies to Banco Central in order to pay for expenses in Venezuela, 
including taxes and royalties, running expenses of industry, the part of 
the new investment paid in local currency. The figures are considered 
as the amounts transferred to the internal economy from the oil sector, 
but they do not include the whole element which these exporters obtain 
from their exports. 

“Others” includes chiefly the value of coffee and cacao which are the 
other main export items. 

Commercial bank receipts arise from a variety of sources: fees, dollar- 
income of residents in Venezuela, receipts of transportation firms, etc. 
But the greater part may be considered as capital imports. There are 
no published statistical data for years before 1949. Thereafter the 
capital inflow begins to be demonstrated in substantial form, testifying 
to the manner in which Venezuela had become one of the most attractive 
places in the world for capital investment. 


With this statistical data emphasizing the magnitude of the 
capital flow into the economy, it would be possible to treat 
the Venezuelan expansion as an instance of a vigorous con- 
tinuous current of foreign investment reminiscent of the 
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early periods of Canadian and Argentine development. But 
there are limitations to this interpretation. The case of 
Canada in the period 1900 to 1913 has been studied in depth 
by Professor Viner, from the viewpoint of adjustment of the 
balance of payments in a period of large foreign investments. 
Professor Viner concluded that in accordance with accepted 
theory the main element for the adjustment of the balance 
of payments is the rise of internal prices in the receiving 
country, relatively to the prices of the external world. This 
mechanism is the consequence of the monetary effect of a 
large transfer of funds, which expands the buying power in 
the receiving country, raising its internal prices and creating 
a new demand for imports. This causes a current of addi- 
tional imports from the lending country, which adjusts the 
balance of payments. 

In the case of Venezuela, the trend of prices does not show 
the movement which would be expected if Venezuela had been 
a capital importing country. On the contrary, the com- 
parison between Venezuelan internal prices and U.S. A. prices 
gives us the following series: 

Wholesale Prices 
Federal District 


Venezuela U.S.A. 
1944. j 100.0 100.0 
1945 ; _.. 100.8 101.7 
ND a as asl 116.4 
1947. siecaceds 146.3 
1948____. since LOOM 158.8 
Ly 133.7 149.0 
1950__.. eek 155.3 
1951 139.4 173.5 


Source: Banco Central de Venezuela, Memoria, 
1951. U.S. Department of Labor series for U. S. 
data. 

The foregoing series shows a much more rapid increase in 
prices in the United States than in Venezuela. This leads us 
to the conclusion that the Venezuelan case cannot be treated 
as a normal case of a capital importing country and that the 
interpretation should follow other lines. In fact it must be 
noted that the funds transferred by the oil industry to the 
Venezuelan economy are the counterpart but not fully of oil 
exports, and that the Venezuelan oil industry should be con- 
sidered as a sector employing Venezuelan factors of produc- 
tion along with foreign capital, producing a product for 
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export but keeping part of the value of its sales in the form 
of foreign assets. This situation is shown in the following 
figures: 
Relation of Petroleum Exports to Petroleum Currency Received 
(millions of Bs) 
Value of Oil Exports Oil Currency Received Relation of 


(a) (b) btoa 
Se ee oe 1,056.9 410.0 38.8% 
ae Se os 1,025.0 696.8 68.0 
1946___. ee eee 1,330.7 1,008.0 75.7 
PIED es ee oe Le 2,053.6 1,482.4 72.2 
| TE eeee eae 3,340.3 2,261.9 67.7 
RD eae 3,259.0 2,225.7 68.3 
au 3,760.5 1,750.0 46.5 
RON eee ee 4,041.0 2,039.1 50.5 


Source: Banco Central de Venezuela, Memoria, 1951, Chapter IV-2. 

The foregoing table shows that the oil industry returns to 
the internal Venezuelan economy only a part of the value of 
oil exports. This share is greater of course in the periods 
of intensive investment such as 1945-49. The oil sector forms 
then an export sector of the economy, leaving in the country 
that portion of the value of exports corresponding to the 
payment for Venezuelan factors of production plus the gov- 
ernment’s share in the profits. The portion corresponding 
to the external factors employed and the profits of the oil 
companies do not enter the internal sector of the economy. 

As for the liquid funds forming the cash of the oil firms, 
these are kept mostly in the form of foreign assets and are 
transferred to the Venezuelan economy only when they are 
needed to make payments in Venezuelan currency. The fact 
that the oil sector has a buying rate of 3.09 per dollar which 
is higher than the general buying rate of 3.35 to the dollar, 
contributes to this and acts probably as a deterrent for the 
oil companies to maintenance of part of their cash in Vene- 
zuelan currency. 

Under this interpretation it could be said that the oil 
sector although the most important driving force of the 
Venezuelan development process acts at the same time as a 
brake on the process. And it is understandable why even in 
the period of great economic expansion Venezuelan prices 
tended to show a rate of increase lower than that of U. S. 
prices. Finally, it can be stated that the Venezuelan economic 
development must be considered more as a case of economic 
growth stemming from a great expansion of an export sector 
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than as a case of expansion deriving from the current of 
foreign investments. 

Internal Investment and the Government. To understand the 
mechanism of economic development, we may now consider 
the forces determining the rate of investment and the long- 
run effects. We can distinguish three main groups, as forces 
which perform the investment function in the Venezuelan 
economic system. They are: (a) Government, as recipient 
of the revenue from the oil sector; (b) the private sector, 
performing investment out of its savings; and (c) the foreign 
private investors. Oil companies are here excluded, as we 
consider only the investment performed in the internal eco- 
nomic system, as distinguished from investment or disinvest- 
ment of the oil sector. The respective shares of each of these 
forces in internal investment are shown below: 

Distribution of Gross Internal Investment 
(millions of Bs) 
1949 1950 1951 


Volume % Volume % Volume % 
Total government spend- 
ing on capital account. 541 41 % 710 44% 912 45% 
Private spending on capi- 
tal account —............:... 685 54% 789 49% 915 46% 
Foreign investors ............. 80 6% 120 V% 180 9% 





Gross internal investment 1306 100% 1619 ‘100% 2007 100% 
Source: Data for gross investment calculated from Banco Central, 
Memoria, 1949, p. 29, to Memoria, 1951, Chapter XI-3. 





If we compare these figures on internal investment with 
estimates of national income, we arrive at a high rate of 
investment. In 1949, estimated national income was 7,080 
million Bs, so that the rate of investment would be 18%; 
in 1950, national income 7,108 million Bs, and the rate of 
investment 22% ; in 1951, national income of 7,303 million Bs, 
and the rate of investment 27%.” 

Nevertheless, despite the high proportion of investment, 
it has significance only against the background of Venezuelan 
economic conditions. The great share of government in the 
process, deriving from its role in transforming oil revenue 
into new investment, leads us to an analysis of government 
spending. For this purpose, we should begin by noting that 


2 Data on national income from Banco Central, Memoria, 1949, Chapter 
II, p. 80, and Memoria, 1951, Chapter XI-3. 
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the revenue gotten from the oil industry can be considered 
partly as income on current account, and partly as a replace- 
ment of wealth that is being depleted by intensive exploita- 
tion. Part of this oil revenue would be, then, an extraordi- 
nary revenue on capital account. We cannot establish the 
exact figure for yearly depreciation of the nation’s share in 
oil wealth, but we can point to the existence of the fact in 
order to test the investment policy of the Venezuelan govern- 
ment. Government spending policy thus can not be measured 
by the same standards as might be suitable for other coun- 
tries. Sound policy requires for Venezuela that a much larger 
proportion of investment be performed by the government, 
that is to say, a rapid rhythm of economic expansion is vir- 
tually being forced upon Venezuela by the dictates of sound 
policy. 

The table below shows that the Venezuelan government has 
been spending on capital account, as a rule, an amount close 
to that received in “royalties” or “exploitation taxes” from 
the oil industry. 

Oil Revenues and Government Expenditures on Capital Account 


(millions of Bs) 


Government 


Income Taxes Expenditures 
and Import Total Oil on Capital Difference 
Royalties Duties Revenues Account Between 
(a) (b) (a+ b) (c) (a) and (c) 
1949 599 520 1119 541 +58 
1950... 614 294 908 710 —96 
1951_ .. 864 425 1289 912 —48 


Source: Banco Central, Memoria, 1951, Chapter I, Chapter V-4. 

The comparison of column (a) and column (c) above shows 
that they tend to follow the same rhythm, with some differ- 
ences appearing in an excess of expenditures in 1950 and 
1951 and a deficiency as against royalties in 1949. In a sense 
these differences could be considered the surplus or deficit on 
a capital account budget, where the revenue of “royalties” 
from the oil industries would be considered revenue on capital 
account. 

Analyzing government spending further we distinguish two 
types: (a) expenditures on standard public works, and (b) 
funds and loans extended to government bodies and agencies 
whose main objective is reproductive investment. In the 
latter type of spending the Treasury acts more like a banker, 
providing capital loans to government entities and agencies 
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which are set up as commercial or operating corporations. 
This latter type of investment activity has appeared in 
Venezuelan public finances very heavily as the government 
has had to assume the role of direct investor in development 
projects. New channels for economic action had to be found 
and the structural development is seen in the creation of a 
number of special bodies, including: Corporacién Venezolana 
de Fomento (CVF) which has the objective of financing in- 
dustrial and agricultural development projects; Instituto de 
Obras Sanitarias (INOS) which functions in the field of 
sanitary works and aqueducts; Banco Obrero (BO) for hous- 
ing projects; Banco Agricola y Pecuario (BAP) and Insti- 
tuto Agrario Nacional (IAN) for agricultural and cattle- 
breeding purposes; and Instituto Auténomo de Ferrocarriles 
(IAF) for railway development. There also are corporations 
organized as strictly commercial ventures such as Compania 
Venezolana de Navegacién (CVN) and Linea Aeropostal 
Venezolana (LAV). The data in the table below show the 
funds which have been granted to these agencies in the 
recent budgets: 


Grants to Government Entities 
(millions of Bs) 


BAP- 
Budget CVF INOS BO IAN IAF CVN LAV _ Total 
1949-50... 64.0 88.1 27.1 24.2 3.0 : 206.3 
1951-52 49.0 17.5 23.8 26.0 3.0 179.3 
1952-53 50.0 134.2 20.1 30.0 16.7 3.6 2.0 256.5 


These grants together in the period 1949-52 form about 
30% of total government spending on capital account, but 
they do not include other credits granted during the budget 
year as “additional credits.” These “additional credits” can 
be estimated as averaging one-fifth of the budgeted figure. 
Thus the total amount of investment of this type directed to 
economic development in this period would have amounted to 
over one-third of the total expenditure on capital account. 
The balance of government expenditure on capital account 
went to public works of the standard type. 


If we accept the viewpoint that public works of the stand- 
ard type are normally financed in other countries out of funds 
from current fiscal revenues, that is, out of taxes, we would 
have in Venezuela a part of the public works outlay being 
financed by an extraordinary revenue like the oil receipts. 
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This would leave us with doubts as to whether the investment 
for economic development is large enough to be the counter- 
part of the depletion of oil wealth. Still, we can conclude that 
viewed broadly, the policy of the government of spending for 
investment an amount roughly equal to that obtained from 
“oil royalties” is a sound policy. In the long run this policy 
would maintain in equilibrium the Venezuelan economic de- 
velopment. It would form an amount of capital sufficient to 
replace the present value of the nation’s share in the oil 
wealth. 

On the other hand, it would be desirable to have a more 
complete system of public accounting to make possible an 
accurate view of this classification in detail. The complexity 
of the question and the requirements for sound policy make 
highly desirable a reform of budgetary technique introducing 
a new and more economic classification of fiscal revenue and 
expenditure to the end of deriving a clear and clean concep- 
tion of revenues and expenditures on income and on capital 
account. The distinction between current and capital budget 
already adopted in many countries would be most convenient 
for maintenance of a sound policy in Venezuela. 

The External Equilibrium. The instability of export economies 
and the conflict between internal and external equilibrium 
have been stressed frequently in recent economic literature. 
While there is much to be said for the idea of contradiction 
between the equilibria, this view tends to give more weight 
to short-run considerations than to the forces tending in the 
long-run to maintain external equilibrium. Even in economic 
systems with high dependency on the external world, the 
international equilibrium can in the long run be maintained 
when a sound policy is followed. With the emphasis on full 
employment and economic development, it has appeared as a 
normal policy to sacrifice external equilibrium to maintenance 
of a high level of internal investments. 

Venezuela’s is an export and an expanding economy. A 
large part of its national income arises in the external world 
and a great part of income is spent on imports. The relation- 
ship of imports to the national income is shown in the table 
below: 

Granting the high marginal propensity to import, this does 
not mean that in the long run the external equilibrium cannot 
be maintained. The decisive element is internal economic 
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Relation of National Income and the Volume of Imports 
(millions of Bs) 
Imports excluding 
imports of oil 


National income companies * % 
|) | Ee eerste 1,932 27.2% 
WOOO se =. ee ea 1,806 25.4 
Re ee 2,047 28.0 


*Imports of oil companies excluded, since figure for national income 
does not take into account the total value of oil exports nor the invest- 
ment performed by the companies. 


policy. The problem is to follow a policy under which level 
of internal investment does not exceed internal saving plus 
import of foreign capital. The adjustment of internal invest- 
ment to the fluctuations of external income of the country 
would follow automatically. Any fluctuation in the third of 
the forces performing investment (government, private sec- 
tor, foreign investors other than oil) would automatically 
reflect itself in the internal level of investment and thus in 
the level of national income and in imports. Fluctuations in 
this sector would tend to adjust themselves in the sense of 
maintaining the external position. Investment in the other 
two sectors can go on independently of the foreign income of 
the country. But in a sense investment in the private sector 
depends largely on income created by the government, so that 
the spending policy of the government is decisive for the level 
of private investment. It would be possible through the in- 
ternal banking system for the private sector to expand or 
restrict investment counter to the government’s spending 
policy, but a bank credit expansion would only have a short- 
run effect, if not followed by government policy. 


Thus the most important variable that could accelerate or 
delay investment, with independence of external forces, would 
be the government’s spending policy. If this policy sustained 
a deficit on capital account—which would mean an overall 
deficit too—the global internal investment would increase, 
with corresponding increase in imports and external dis- 
equilibrium as a consequence. The maintenance of external 
equilibrium requires then a sound government spending pol- 
icy, maintaining a level of investment not in excess of reve- 
nues on capital account. Which is the same policy considered 
sound from the internal point of view as well. 
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If we compare the surplus or deficit figures for govern- 
ment spending on capital account (spending on capital ac- 
count related to oil royalties) with the surplus or deficit on 
external payments, we find the following: 


Relation of Government’s Net Position on Capital Account 
to Changes in Position of International Reserves 
(millions of Bs) 


Surplus or deficit on Surplus or deficit on 

capital account international position 
1949 +58 +186.9 
1950 —96 —253.5 
1061... —48 + 16.8 


Source: International Reserves taken from Banco 
Central, Memoria, 1949, Chapter IV, 1950, Chapter IV, 
1951, Chapter V. 


The table shows a certain degree of correspondence between 
the two series. A heavy surplus on capital account in 1949 
compares with an increase in international reserves. A great 
deficit on government expenditures for capital account in 1950 
compares with a large decrease in international reserves. 
But in 1951 a deficit on capital account contrasts with a slight 
increase in international reserves. Other forces obviously 
have been at work. For instance, in 1950 a bank credit ex- 
pansion worked in the same sense as the government deficit 
(income expansion) and enlarged the external deficit of the 
country. In 1951 a bank credit restriction contracted the 
deficit on capital account and compensated the possible ex- 
ternal deficit. In the long run, however, the investment policy 
of the government will be decisive for maintenance of internal 
as well as external equilibrium of the country. 


In the short run the situation can be different. Many dis- 
equilibria can appear as !a result of lack of adjustment of 
forces governing the external liquidity position. This arises 
chiefly from the lack of flexibility in spending plans or in the 
income rhythm. The government investment plans, for in- 
stance, are fixed for the whole year in the budget and lack 
flexibility for adjustment to fluctuations (chiefly fluctuations 
in revenue from the oil sector) during the year. On the other 
hand, the external currency inflow may shift with changes in 
the cash or transfer policy of the oil companies. Some meas- 
ures directed at giving more flexibility to government spend- 
ing on capital account and to transfers of funds from the oil 
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sector would certainly be useful measures to smooth short- 
run fluctuations. 


It is clear that the policy deemed sound in the long run for 
internal and external equilibrium might be objected to from 
the viewpoint that it makes impossible a compensatory anti- 
cyclical internal policy to maintain full employment and that 
it sacrifices the internal stability of economic development to 
the external equilibrium. The advantages and disadvantages 
of alternative policies, however, have to be considered from 
the viewpoint of the type of economy under examination. 
For the mature economy the problem of maintaining full 
employment is a high priority problem. Less so with an ex- 
panding economy like Venezuela’s where there exists no press- 
ing employment problem, where the demand for labor due to 
economic growth is always greater than the supply of labor 
from the internal market. The alternatives can thus be posed: 
Maintaining a rhythm of economic development consistent 
with the external equilibrium, combining eventually this policy 
with a regulation of immigration in order to avoid the problem 
of unemployment? Or an anti-cyclical policy for maintenance 
of a steady rate of investment in the internal economy expand- 
ing the demand for labor but eventually giving up the external 
equilibrium of the country? For Venezuela the first alterna- 
tive would appear the more desirable. 





Early British Investments in the 


Latin-American Republics 


By J. FRED RIPPY 

Investment of British capital in Latin America by residents 
of the British Isles began with a “boom” in the early 1820’s, 
but was quickly interrupted by serious losses.! The aggregate 
nominal investment amounted to £25 or £30 million by 1826. 
Very little British capital flowed into the region during the 
next quarter of a century, but the small trickle of the 1830’s 
and 1840’s became a fairly large stream during the next three 
decades. The total nominal investment exceeded £179 million 
by the end of 1880, as set forth in Table I.? 


1]I have described this “boom” in an article published in Journal of 
Modern History, XIX (1947), 122-129. 

2This table and the narrative and tables that follow are based 
primarily upon the following sources: South American Journal for the 
years 1880-1881; Council of the Corporation of Foreign Bondholders, 
Annual Report for the years 1877 through 1881; Stock Exchange Year- 
Book for 1881 through 1887. All three of these are published in 
London. Government securities are described in alphabetical order in 
the second and third and listed in the first. The Journal contains lists 
and descriptions of British enterprises. The Year-Book describes them 
in alphabetical order grouped under such classifications as railways, 
banks, mining companies, tramways, and so on. For these reasons, 
and because both the Journal and the Year-Book have good indexes, 
specific citations to pages have not seemed necessary. Scores of com- 
putations were required in compiling the tables, and some errors may 
have crept in; but I hope the figures are approximately accurate. For 
the loan scandals of 1867-1872 the reader may profit by consulting 
Great Britain, House of Commons, Reports of Committees, IX (1875): 
“Report of the Select Committee on Loans to Foreign States.” This is 
a document of 119 pages dealing with the flotations of Costa Rica, 
Honduras, the Dominican Republic, and Paraguay. Useful also are 
Leland Hamilton Jenks, The Migration of British Capital to 1875 (New 
York, 1927), and an article by H. S. Ferns on British investments in 
Argentina in Inter-American Economic Affairs, V (1950, Autumn), 
67-89. 

Although Cuba was not yet an independent republic, I have included 
Cuban investments in this summary. Panama, where the British held 
some bonds of a railway controlled by citizens of the United States, was, 
of course, a part of Colombia at this time. Apparently there were not 
yet any significant British investments in Haiti or El Salvador. 


40 


ee —— ee 


DR wt we py 


EARLY BRITISH INVESTMENTS 


TABLE I 


41 


British Investments in Latin America, End of 1880 


Country Total Nominal Government Bonds Economic Enterprises 
Investment 

Argentina £20,338,709 £11,233,700 £9,105,009 
Bolivia 1,654,000 1,654,000 
Brazil 38,869,067 28,060,162 15,808,905 
Chile 8,466,521 7,765,104 701,417 
Colombia 3,073,373 2,100,000 973,373 
Costa Rica 7 304,000 3,304,000 
Cuba 1,231,600 1,231,600 
Dominican 

Republic 714,300 714,300 
Ecuador 1,959,380 1,824,000 135,389 
Guatemala 544,200 544,200 
Honduras 3,222,000 3,222,000 
Mexico 32,740,916 23,540,800 9,200,116 
Nicaragua 206,570 206,570 
Paraguay 1,505,400 1,505,400 
Peru 36,177,070 32,688,320 3,488,750 
Uruguay 7,644,105 3,519,220 4,124,885 
Venezuela 7,564,390 6,402,800 1,161,590 
General 10,274,660 10,274,660 
Total £179,490,261 £123,078,006 £56,412,255 


Nominal Capital in Various Economic Enterprises: 


34 Railways _... ees £34,437,051 
24 Public Utilities ee 11,070,395 
18 Mining Enterprises ____ 3,398,305 
8 Banking and Other Finance. a 3,013,560 
5 Real Estate Enterprises _ Be 493,579 


7 Shipping and Miscellaneous Companies. 


3,999,365 


It will be observed that approximately two-thirds of the 
British investment in Latin America at the close of 1880 was 
in government bonds. 
record of most of the republics had been very bad and was 


still bad. 


That was unfortunate. 


II 


The debt 


With the exception of Brazil, the Latin-American govern- 


ments that had defaulted on the loans they had floated in 
England between 1822 and 1825 continued in default for 
many years. The face value of their flotations at that time 
was £21,129,000. Brazil resumed payment on its £3,200,000 
in 1829, issuing £400,000 in 5 per cent bonds to cover accrued 
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interest; but it was half a century before the last of the other 
defaulters began to meet their obligations. 

Although Mexico was fairly prompt in negotiating an ad- 
justment on its £6,400,000, issuing £1,584,495 in 5 and 6 per 
cent bonds in 1831 to pay overdue interest, the Mexican 
government soon fell into default again. An issue of £434,350 
in 5 per cent securities in 1837 to clear up arrears was fol- 
lowed by further defaults and refunding operations until 
Ferdinand Maximilian finally issued £4,864,800 in 3 per cent 
securities in 1864 to cover accrued interest. 

The record of the Central American countries, which had 
inherited the small debt of £163,000 contracted by the Cen- 
tral American Confederation, was no better. Costa Rica paid 
off its share—£13,608—at 85 per cent of par in 1840, falling, 
however, to pay accrued interest. The other republics were 
even more remiss. Guatemala did not meet its obligations 
to the British bondholders until 1856, and then only in bonds, 
an issue of £100,000 in 5 per cent securities in exchange for 
its share—£68,741—of the old debt and accrued interest 
thereon. El Salvador paid off most of its portion—£27,217— 
at 90 per cent of par in cash, without accrued interest, in 
1860, but failed to redeem the remnant until 1877. The gov- 
ernment of Honduras postponed action until 1867, when it 
issued £90,075 in 5 per cent securities to cover principal and 
accrued interest on its share—£27,217—of the old Confedera- 
tion debt. Nicaragua failed to make any adjustment until 
1874 and, even then, paid only the principal amount—£27,717 
—at 85 per cent of its face value. 

The first of the defaulting South American republics to 
effect a settlement with the British bondholders was Vene- 
zuela. Its share of the old debt contracted by La Gran 
Colombia—£6,750,000—was 28.5 per cent, according to an 
agreement reached by the three successor states in 1834. The 
Venezuelan government redeemed the principal sum and paid 
off the accrued interest in 1841 with an issue of £3,776,793 
in new securities having an interest rate beginning at 2 per 
cent and gradually rising to 5 per cent on half of the total 
and 6 per cent on the rest. This arrangement was followed 
by further default in 1847 and another settlement, followed 
soon by still more defaults and readjustments. 

Colombia, then called New Granada, moved next, refunding 
in 1845 its share, 50 per cent, of the old obligations of 











EARLY BRITISH INVESTMENTS 43 
La Gran Colombia with a new bond issue totaling £6,625,950, 
bearing interest at 1 per cent but gradually rising to 6 per 
cent. Defaulting again in 1850, the Bogota government 
issued £775,500 in 2 and 8 per cent securities in 1861 in pay- 
ment of accumulated interest. 

Ecuador waited until 1855 to begin to service its portion— 
21.5 per cent—of the debt inherited from La Gran Colombia. 
The settlement was rather complicated. The Quito govern- 
ment redeemed the old bonds with £1,824,000 in new securi- 
ties bearing interest starting at 1 per cent and rising to 3 
per cent. Arrears of interest were paid off in land warrants 
and in Peruvian bonds held in the Ecuadorian Treasury. No 
amortization payments were made on the new paper for many 
years and a long default of interest payments began in 1868. 

Chile resumed the service on its old loan of £1,000,000 in 
1842, issuing to the British bondholders £750,500 in 3 per 
cent securities in payment of arrears in interest. The Peru- 
vian government negotiated a settlement with the British 
bondholders in 1849, refunding the old bonds £1,816,000, and 
accrued interest by an issue of £3,776,000 in new securities 
with rates of interest running from 1 to 6 per cent; and, 
thanks mainly to guano revenues, Peru was able to service its 
sterling issues without interruption until 1876. The Province 
of Buenos Aires finally resumed service on its loan of 1824— 
£1,000,000—in 1857. This province and the national govern- 
ments of Chile, Peru, and Brazil were the only defaulters of 
the early national period that continued to fulfill their obli- 
gations with regularity for any length of time after they had 
cleared up their original defaults. 

In view of this record, one might have expected British 
investors to shy away from such securities. But grandsons 
seem to profit little from the experience of their grandfathers 
in the investment field. During the 1860’s and 1870’s Eng- 
lishmen engaged in another investment spree. It is true that 
they revealed no enthusiasm for the issues of Colombia, 
Ecuador, and some of the Central American countries, but 
they seemed eager to invest in the government paper of most 
of the other countries involved in the defaults following the 
“boom” of the 1820’s. 


British investors purchased no Ecuadorian bonds until long 
after 1880, and they purchased only one block of Colombian 
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securities during the thirty-five years following 1845, a small 
issue of £200,000, with interest rate of 6 per cent, bought at 
86 in 1863. They did not invest in any bonds issued either 
by the government of Nicaragua or the government of El 
Salvador until after 1880, and they purchased only one small 
issue, £500,000 in 6 per cents, sold at 70.5, from Guatemala 
(1869). They were unable, however, to resist the temptation 
to buy some £3,400,000 of 6 and 7 per cent bonds offered in 
1871 and 1872 by-Costa Rica at prices ranging from 72 to 82, 
and even less did they resist the opportunity in 1867 and 1870 
to purchase an aggregate of £3,500,000 in 10 per cent securi- 
ties offered by the agents of Honduras at 80. In fact, British 
investors were even induced to take £8,000,000, face value, of 
a large issue floated by Mexico’s Maximilian government in 
1864 in Paris and London. These were 6 per cent bonds 
offered at 53! 


Two Venezuelan issues were sold to British investors in 
the 1860’s. The first was an issue of £1,000,000 in 6 per 
cent securities offered to the public at 63 in 1862 and the 
second was an issue of £1,500,000 in 6 per cents sold at 60 
in 1864. But Venezuela fell into default in 1867 and was 
unable to make any flotations in London during the next 
decade. 


Peru sold more government securities in England during 
this second speculative period than were marketed by any 
other Latin-American country. Including conversion opera- 
tions, the aggregate was around £42,482,600! The net, after 
allowing for old bonds exchanged for the new, was approxi- 
mately £33 million. It was in 1853, four years after the 
settlement dealing with the bonds of the early 1820’s, that 
Peru began to offer new paper in London: £2,600,000 in 4.5 
per cent securities sold to the public at 85 and £404,300 in 
4.5 per cents granted as a subsidy to J. Hegan and Company, 
the builders of the Arica and Tacna Railway. Next came a 
consolidation issue of £5,500,000 (£5,288,300 sold in London 
at 93), 4.5 per cents marketed in 1862, followed in 1865 by a 
conversion operation which involved £10 million 5 per cents 
offered to British investors at 83.5 and in 1869 by £290,000 
in government-guaranteed 5 per cent securities for the Na- 
tional Pisco and Ica Railway. The next year a total of 
£11,900,000 in 6 per cents was sold in England at 82.5, and 


TT 


i, 


EARLY BRITISH INVESTMENTS 45 


the year 1872 witnessed the sale of another 15 million of 5 
per cents taken at 77.5. Default began on all of Peru’s out- 
standing bonds in 1876. 

The Chilean government resumed its sale of securities in 
the London market in 1858, sixteen years after effecting a 
settlement of its old debt, marketing an issue of £1,554,800, 
with interest rate of 4.5 per cent, at 92. After a delay of 
eight years, further flotations were made at a rapid pace: 
£450,000 in 6 per cents at 92.5 in 1866; £2,000,000, also bear- 
ing interest at 6 per cent, taken at 84 in 1867 and a further 
issue of 7 per cents the same year of which £626,700 were 
sold in London at 92; £1,012,700 in 5 per cent securities 
which sold at 83 in 1870; £2,276,500 in 5 per cents offered to 
the public at 94 in 1873; and £1,900,000, interest rate also 5 
per cent, sold to British investors at 88.25. Figured at par, 
the grand total for Chile was £9,820,700, of which £7,265,900 
were marketed within a decade. 

The Brazilian government resumed its flotations in London 
in 1839, ten years after clearing up its early defaults, selling 
a small issue of £312,512 five per cents at 78. Another flotation, 
£732,000, also bearing interest at 5 per cent, was made in 
1843, the securities being offered to British investors at 85. 
Then there was a pause until the next decade, when three 
issues aggregating £4,443,113 were sold in London; £1,040,- 
600, with interest at 4.5 per cent, taken by British purchasers 
in 1852 at 90; £1,526,500, interest rate also 4.5 per cent, 
taken in 1858 at 96; £503,000 in 5 per cents in 1859, a conver- 
sion operation; and £1,373,013, bearing interest at 4.5 per 
cent, sold to English investors at 90 in 1860. The big sales 
began in 1863, with the flotation of £3,855,300 in 4.5 per cent 
securities offered to purchasers in London at 88. This was 
mainly a conversion loan. Two years later, with the approach 
of the Paraguayan War, an issue of £6,963,600 in 5 per cent 
bonds was sold in London at 74. The next flotation took 
place in 1871; £3,459,600, with interest at 5 per cent, offered 
to English purchasers at 89; and in 1875 another 5 per cent 
issue £5,301,200 was marketed at 96.5. The nominal value 
of Brazilian flotations in London between 1839 and early 
1875 was £25,067,325, of which £20,952,713 were marketed 
within fifteen years. 

In 1870, more than a decade after adjusting its old debt of 
1824, the Province of Buenos Aires sold an issue of £1,034,700, 
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interest rate 6 per cent, in the London market at 88. Another 
block of £2,040,800, also bearing interest at 6 per cent was 
bought by British investors at 89.5 in 1873. 

This complete the story of the loans floated in England by 
the various defaulting states after they had adjusted their 
old loans of the early 1820’s. In addition to these, five Latin- 
American republics, two or three Latin-American provinces, 
and one or two Latin-American municipalities floated loans 
in London for the first time during the 1860’s and 1870’s. 

The Argentine Province of Entre Rios sold an issue of 
£226,800, bearing interest at 7 per cent, at 90 to English 
investors in 1872 and the Argentine Province of Santa Fé 
marketed an issue of £300,000, with 7 per cent coupons, in 
London in 1874 at 92. Information on a Sao Paulo loan of 
£400,000 sold in London in 1865 is scanty. It is not known 
whether the bonds were issued by the Province of Sao Paulo 
or the Municipality of Sao Paulo. The Municipality of 
Montevideo floated an issue of £1,000,000 in 6 per cents in 
London in 1864, at 60 per cent of par. 

The National Government of Argentina marketed its first 
loan in London in 1866, a 6 per cent loan of only £550,000 
which English investors purchased at 75. Two years later, at 
the most critical period of the Paraguayan War, a larger 
issue, £1,950,000, also 6 per cents, was sold to English inves- 
tors at 72.5. And three additional loans were marketed in 
London during the early 1870’s, all with 6 per cent coupons: 
£6,122,400 at 88.5 in 1871; £1,225,000 at 76 in 1872; and 
£357,863 at 80 in 1874. 

Bolivia sold its first government bonds in London in 1872, 
an issue of £1,700,000 in 6 per cent securities which English- 
men bought at 68 and soon regretted their imprudence. The 
proceeds of the bonds, until they were embargoed in an Eng- 
lish bank, were used in a vain effort to build a jungle rail- 
way, the Madeira-Mamoré. The Bolivian government ceased 
to service the bonds in 1875. After a lawsuit, the British 
investors finally recovered approximately £765,000, about 45 
per cent of the face value of the bonds, in the early 1880's, 
thus suffering a loss of some 23 per cent on their investment. 

Paraguay, although laid waste by a devastating war, floated 
its first issue in England in 1871, an issue of £1,000,000, with 
8 per cent coupons, taken by the public at 80. A flotation of 
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£2,000,000, likewise 8 per cents, was attempted in 1872, the 
securities being offered to the public at 85; but only £562,200 
found purchasers. The Paraguayan government began a de- 
cade of default in 1874. 

The National Government of Uruguay sold its first bonds 
in London in 1872, an issue of £3,500,000, with interest at 6 
per cent, which English investors bought at 72. Uruguay 
defaulted in 1875, but paid the interest arrears in 1878 with 
an issue of £371,520, bearing 1.25 per cent interest. At the 
same time, however, the coupons on the securities of 1872 
were scaled down to 2.5 per cent for five years. 

The government of the Dominican Republic sold an issue of 
£757,700, bearing 6 per cent interest, in England in 1869, 
offering them to the public through its agent at 70. A long 
period of default began in 1872. 

Of the total outstanding British investment in Latin-Amer- 
ican government bonds at the end of 1880, some £123 million 
calculated at par, more than £71 million were in default! The 
defaulting countries are listed in Table II, with the dates of 
default in parentheses. Venezuela’s sterling bonds had been 
in default most of the time since 1867, but an adjustment 
had been made in 1880. British bondholders would soon 
force a settlement with Bolivia, as already noted. On the 
whole, Latin-American government securities had been a 
decidedly poor investment. British bankers and not a few 
Latin-American governments alike had been scandalously dis- 
honest. British bankers, brokers, and exporters and Latin- 
American grafting bureaucrats profited at the expense of 
British investors. 


TABLE II 


Latin-American Loans in Default, End of 1880 


UU WRN RI os 8 ee _...£ 1,654,000 (1875) 
RNIN TINN F2 3 ce nS scncvcntenccese 460,004,000 (1874) 
Dominican Republic —_..... egos ee ET a rer 714,300 (1872) 
Ecuador _ ei Bea a) sistrttcieswa.  SB2Q008~ ‘(1S68) 
Colombia __..... Pscri a re Re Re Minti aad Pte 2,100,000 (1879) 
Guatemala ; opiates uM 544,200 (1876) 
Honduras _...._ & sate , 3,222,000 (1872) 
Mexico _..... ae pete Fee I ta Pak tea . 23,540,800 (1866) 
a ee ae eo ne Are 
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The first British investments in economic enterprises in 
Latin America had also proved unfortunate. Of the some 46 
joint-stock companies organized in the early 1820’s to engage 
in mining, agriculture, pear] fishing, transportation, and other 
activities only three or four were profitable. Most of them 
collapsed before 1830 and nearly all had ceased to exist by 
1850. Only 3 of the 18 British mining companies operating 
in Latin America at the end of 1880 had been organized be- 
fore the middle of the century: United Mexican, St. John del 
Rey, and Copiapé. Of the other 15 no more than 6 had been 
organized in the 1860’s; 9 began operation in the 1870’s. The 
majority of the 18 mining enterprises were beginning to pay 
good dividends, especially those operating in Brazil and Chile. 

Most of the railway capital brought good returns from the 
outset. Nearly all of the railway companies had the benefit 
of government subsidies or guaranties of interest, or both, 
and in many cases they were also exempted from taxes. The 
usual government guaranty of interest was 7 per cent on a 
stipulated portion of the investment. 

British capital invested in municipal public utilities like- 
wise brought good returns as a rule. Gas plants and water- 
works were sometimes guaranteed a 7 per cent yield on a 
large part of their capital. Tramways were also profitable 
and so likewise were some of the submarine cables. 

The railway era began in the independent countries of 
Latin America in 1849, with the Panama and Copiapé rail- 
roads, but most of the 34 companies in which British inves- 
tors were interested at the end of 1880 had been organized 
during the preceding decade. Only 4 of the British-controlled 
companies—Arica and Tacna, Bahia and San Francisco, 
Recife and San Francisco, and SAo Paulo—were set up in the 
1850’s and only 6—Buenos Ayres Great Southern, Central 
Argentine, East Argentine, Lima, Mexican, and Northern of 
Buenos Ayres—originated in the 1860’s. British capitalists 
owned a controlling interest in 27 of the 34 railroad enter- 
prises in which they had investments. 

The British investment in Latin-American municipal public 
utilities began in 1858 with the organization of a company 
to operate the gas plant in Copiapé, Chile. British capital 
controlled at least 10 gas companies at the close of the year 
1880, of which 6 had been established in the 1860’s and 3 
during the following decade. 
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The first British-owned tramway in Latin America began 
operating in Recife, Brazil, in 1868, and two others were 
inaugurated during the next decade, both in Buenos Aires. 
Only 4 sanitation enterprises were established by British capi- 
tal in Latin America by the end of 1880, the Valparaiso 
Drainage Company in that year, the Recife Drainage Com- 
pany in 1868, the Rio de Janeiro City Improvements Company 
in 1862, and the Montevideo Waterworks Company in 1879. 

The era of the submarine telegraph dawned in Latin Amer- 
ica in 1869 with the organization of the West India and 
Panama Telegraph Company, Limited, and by 1880 the British 
owned 7 submarine telegraph enterprises, all except the West 
India and Panama enterprise founded in the 1870’s and all 
except this single company operating in Brazil and the Rio 
de la Plata countries. The most important of the group was 
the Brazilian Submarine Telegraph Company, Limited. The 
distribution of the British investment in railways, public 
utilities, and mining is presented in Table III. 


TABLE III 
British Investments in Latin-American Railroads, Public Utilities, and 
Mining, End of 1880 
Railways Public Utilities Mining 
Country No. NominalCap. No. NominalCap. No. Nominal Cap. 


Argentina 6 £ 7,631,860 4 £1,230,950 

Brazil 11 11,626,091 9 2,917,145 5 £ 460,104 
Chile 4 220,000 2 71,670 2 409,747 
Colombia 1 569,800 5 403,573 
Cuba 3 1,011,600 1 220,000 

Mexico 1 7,818,395 2 1,381,72 
Nicaragua 2 206,570 
Peru 4 2,547,500 

Uruguay 3 2,386,805 2 1,142,080 

Venezuela 1 625,000 2 536,590 
General 6 5,488,550 


TOTAL 34 £34,437,051 24 £11,070,395 18 £3,398,305 


Residents of the British Isles seem to have owned only five 
real-estate enterprises of any importance in Latin America in 
1880, three in Argentina, one in Uruguay, and one, of doubt- 
ful value, in Ecuador. Nearly half of the total investment of 
£493,579 was in Argentina, in the Central Argentine Land 
Company, Limited, and in two estancia companies. 

British commercial banking operations, which (with the 
exception of Argentina where English residents had founded 
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an unsuccesful bank in the 1820’s) began in Latin America 
in the 1860’s, centered in Argentina, Brazil, Peru, and Mexico. 
The most important British shipping enterprise operating in 
the region were the Pacific Steam Navigation Company, 
Limited, founded in 1840, and the Amazon Steam Navigation 
Company, Limited, established in 1853 and reorganized in 
1872. Liebig’s Extract of Meat Company, Limited, organ- 
ized in 1865 and operating at Fray Bentos, Uruguay, was 
probably the first successful manufacturing establishment in- 
augurated by the British in Latin America. It is not sur- 
prising that Englishmen had a large investment in Peruvian 
guano, £825,000 in one enterprise. 

Although less than half as large as the British investment 
in Latin-American government securities, this direct invest- 
ment yielded better aggregate returns than the investment 
in government bonds, since only £52 million of the govern- 
ment securities were serviced for the year 1880 and since 
some of these yielded less than 4.5 per cent. Samples of the 


best returns from British economic enterprises are presented 
in Table IV. 


TABLE IV 
British Income from Certain Latin-American Investments: 
Ordinary Shares 1880 
Company Nominal Capital Yield 


Amazon Steam Navigation. i __.... 606,285 6% 
Anglo-Argentine Tramways _....................... 200,000 4 
Bahia and San Francisco Ry... n= DBO HOO 7 
Brazilian Imperial Central Ry... 737,500 7 
Brazilian Submarine Telegraph _.. __.... 1,800,000 7 
Buenos Ayres Gas... poh a . 270,000 5 
Buenos Ayres Gt. Southern Ry. _... 1,600,000 10 
Carzizal Ry. (Chilean: Co) 20,000 17 
Central Argentine Land_....._ pu bat a ee 5 
Central Argentine Railway__.___...___.______. 1,850,700 5 
Central Uruguay Railway_.._....__.. eos EL! 6 
City of Buenos Ayres Trams,_....._.._...._....._... 350,000 7.5 
(come er non, ey. «6 TODO 7 
CRIN EINER cos eg et 169,747 8 
Cuba Submarine Telegraph....__._.-_-_-»--»_- 2S 160,000 7 
English Bank of Rio de Janeiro... 500,000 10 
Liebig’s Extract of Meat_..._....__....._...._..._.... 480,000 10 
London and River Plate Bank__._______________. 600,000 10 
London Bank of S. A. and Mexico...._-_»___»_____ 250,000 6 
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Company Nominal Canital Yield 
PUMCUIRROY “SMB sa a, 88,920 4.5 
TI RMN eS ee | 5.5 
Rio de J. City Improvements __ 1,000,000 6 
Rio de Janeiro Gas per he : 750,000 10 
St. John del Rey Mining... ee 253,000 25 
San Paulo Railway_____. wie se 2,000,000 10 
San Paulo Gas Se Raa ree trae 80,000 10 
Santa Barbara Gold Mining. : 20,000 10 


Several of these companies had outstanding debentures 
which yielded 5 or 6 per cent, some had preferred shares that 
paid from 6 to 10 per cent, and in a number of instances a 
part of the capital consisted of capitalized reserves. Only a 
few of the 96 enterprises in which British funds were in- 
vested failed to pay ordinary dividends in 1880 and almost 
none failed to service any outstanding bonded debt. The 
average return yielded by this direct investment of over £56 
million was probably not less than 6 per cent. Income from 
Latin-American sterling government bonds averaged approxi- 
mately 2 per cent. 








Development of Venezuela’s 


Iron Ore Deposits 


By JOHN C. RAYBURN * 


The recent discovery of a 150-year-old furnace by the engi- 
neers of the Oliver Mining Company at Mundo Nuevo, near 
Ciudad Bolivar, sheds some light on the iron working activities 
of the Spaniards in the Eastern part of Venezuela. 

From 1883 until 1904 the titles to the iron ore deposits of 
the Delta region of that Republic were in a state of confusion 
most of the time because of conflicting concessions and various 
law suits. Eager to see some development in this area, Vene- 
zuela granted Cyrenius C. Fitzgerald a ninety-nine year con- 
cession on September 22, 1883, for the exploitation of the 
mineral and agricultural resources of this section. The next 
year, on June 14, 1884, Fitzgerald conveyed the entire con- 
cession to a company organized in the State of New York, the 
Manoa Company, Limited, which proceeded to dispatch the 
United States steamer, “‘Wandell,’ to Pedernales, where it 
arrived August 24, 1884, with Thomas A. Kelly, superintend- 
ent of the Manoa Company, C. E. Fitzgerald, engineer of the 
same organization, and several other employees.* 

A New York resident, George Turnbull, who was then living 
in London, entered into a contract with General Guzman 
Blanco on January 1, 1886, that was almost identical with that 
given to Fitzgerald.‘ 

Because Fitzgerald allegedly had not carried out the pro- 
visions of his contract, it was cancelled by executive resolution 
and Federal Council action on September 9, 1886. The next 
day Turnbull’s contract was ratified by the Venezuelan officials, 
approved by the Congress on August 28, 1887, and shortly 
thereafter he began work toward developing his concession. 


* Department of History, Texas State College for Women. 

1 Mack C. Lake, “Cerro Bolivar, U. S. Steel’s New Iron Ore ‘Bonanza’,”’ 
Engineering and Mining Journal, CLI (August, 1950), p. 75. 

2 Senate Doc. No. 413, 60th Cong., Ist Sess. (Ser. 5257), p. 41. 

3 Senate Doc. No. 316, 58th Cong., 2nd Sess. (Ser. 4620), p. 203. 

4 Senate Doc. No. 413, op. cit., p. 42. 
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By a resolution of the Executive and the Federal Council, 
approved March 13, 1888, the “Imataca” iron ore deposit, 
located within the 500 hectares of public land on the shore of 
Cano Corasimo, which Turnbull had bought, was declared a 
separate property from the general concession previously 
granted to Turnbull.® 

The Manoa Company, Limited, successor to the Fitzgerald 
concession, petitioned the Government on May 28, 1895, to 
acknowledge and reaffirm by decree its rights and ownership 
to the entire Fitzgerald concession, including the ‘‘Imataca’”’ 
ore deposit. Accordingly on July 18, 1895, the President de- 
clared the annulment of the Turnbull concession, including the 
“TImataca” mine, on the ground that he, Turnbull, had not in 
eight years complied with any provision of his contract, “ex- 
cepting some steps taken for the exclusive benefit of his own 
convenience.” On the same day the Government issued a 
decree ratifying and reaffirming the old Fitzgerald grant in 
the Manoa Company, and authorizing said company to renew 
its work of exploiting and developing its concession. Another 
decree was issued on November 20, 1896, which declared that 
the “Imataca” mine should not be included in the decree of 
June 18, 1895, but that the mine belonged to Turnbull as his 
separate property.® 

The Manoa Company conveyed its entire interests in the 
Orinoco Company on October 17, 1895, and the President of 
Venezuela recognized as valid this transfer on November 20, 
1896. Believing that it owned the “Imataca” mine as a sep- 
arate possession, the Manoa Company had transferred it to 
two trustees, who on December 30, 1896, sold the mine to the 
Orinoco Company.’ 

During this same year the new company sent an expedition 
to Venezuela to survey its holdings and to report on the gen- 
eral resources of the section. A botanist, Dr. A. C. Rogers, 
headed the group which was composed of twelve Americans, 
including prospectors, engineers, and a Dr. H. H. Rusby of 
the New York College of Pharmacy.’ After ascending the 


5 Ibid. 

6 Ibid., p. 438. 

7 Ibid. 

8“From the Venezuelan Frontier,” The South American Journal and 
Brazil and River Plate Mail, XLI (August 29, 1896), p. 232. This pub- 
lication will hereafter be referred to as SAJ. 
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Orinoco as far as Ciudad Bolivar, they spent eighteen days 
exploring the Delta. Rain fell at the rate of three-fourths of 
an inch a day, turning the region into a vast swamp and 
forcing the party to tie boards to their feet much like snow- 
shoes, as they pushed their small boats before them. Iron ore 
was found near the river in such quantities and of such quality 
that Dr. Rusby reported their discovery would soon rule the 
iron market of the world.® 

A year later the Venezuela Herald announced that an em- 
ployee of the same United States company, John M. Root, had 
arrived in the Santa Catalina section for the purpose of locat- 
ing the most accessible deposit of iron preparatory to begin- 
ning immediate operations.’ 

A subsidiary company, the Orinoco Iron Company, was 
organized in the State of West Virginia by the Orinoco Com- 
pany on July 22, 1897, to ship and mine iron ore under the old 
Fitzgerald contract. Albert B. Roeder was the president of 
the new corporation; Benoni Lockwood, Jr., was the secretary, 
and James York was the treasurer."! 

It should be borne in mind that the Venezuelan Government 
at this time did not recognize any right of the Manoa or 
Orinoco Company to the “Imataca” mine. The company, how- 
ever, had proceeded on the supposition that its title was valid. 

George Turnbull, who was then living in London, entered 
into a contract on March 30, 1895, with Joseph Robertson of 
London, as trustee of a company to be formed, the Orinoco 
Iron Syndicate, Limited, to work the “Imataca’”’ deposits after 
the formation of the company. The transaction was com- 
pleted, and a ship called the ““New Day” was chartered to sail 
to Venezuela with machinery, men and supplies. The vessel 
reached Manoa and unloaded its equipment on January 20, 
1896, but for failure to land at the right port, Ciudad Bolivar, 
the ship and its cargo were seized and the company was fined 
249,985 bolivares. Because the company was unable to pay 
this fine, the high Federal Court on October 18, 1898, ordered 
that all the possessions of the Orinoco Iron Syndicate, Lim- 
ited, including any rights it possessed under its concession, 
be sold at auction to the highest bidder. At this sale held in 


9 Ibid. 
10 “Notes and Comments,” SAJ, XLIII (October 23, 1897), p. 431. 
11 Senate Doc. No. 316, op. cit., p. 218. 
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Ciudad Bolivar, Benoni Lockwood, Jr., the secretary of the 
Orinoco Iron Company, the American firm, paid 120,000 boli- 
vares to the Venezuelan Government for any rights the Eng- 
lish group possessed. For a consideration of $23,026.00, Lock- 
wood then conveyed all his rights to the Orinoco Company, 
Limited, the parent organization.” 

In order to set aside this forced sale of the ‘“‘Imataca” mine, 
Turnbull brought suit in the Venezuelan courts where it was 
decided that the Orinoco Iron Syndicate, Limited, had no title; 
therefore Turnbull was entitled to keep his mine." 

To further complicate the picture, the President of Vene- 
zuela, on October 10, 1900, promulgated through the Minister 
of the Interior, a resolution saying that the Fitzgerald con- 
tract of September 22, 1883, upon which the Orinoco Com- 
pany based its titles, was annulled and that the decree of 
June 18, 1895, reviving the contract after it had been annulled 
by the decree of September 9, 1886, was ineffective without the 
intervention of a new contract which had not been made.’ 

On May 14, 1901, the Venezuelan Government issued an 
abstract and certificate from the registry of the records saying 
that the title to the property had been continuously, from 
March 13, 1888, when the same was granted until May 14, 
1901, vested solely in the person of Turnbull.’ 

teporting on the status of the “Imataca” mine in 1901, 
Minister Loomis, writing from Caracas to Secretary of State 
Hay, said that the Orinoco Iron Company had no property, 
no assets, and in so far as it was known in Venezuela, had never 
actually worked the mine, except to extract one sample cargo 
of less than 1,000 tons of ore. He further claimed that the 
mines had never been worked commercially, but that the prop- 
erty had been the subject of continuous litigation for the past 
ten years. Loomis wrote that the previous year he had trav- 
eled up the Orinoco River on the U. S. S. “Wilmington” to 
inspect these holdings, and that only a-few cheap buildings 
marked the site.?® 


12 Jbid. 

18 Senate Doc. No. 4138, op. cit., p. 44. 
14 bid. 

15 Tbid, 

16 Jbid., p. 326. 
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In an effort to untangle these conflicting claims, the whole 
matter was brought before the United States-Venezuelan 
Claims Commission, organized under protocol of February 17, 
1903, and on April 12, 1904, the umpire rendered a decision 
that said in brief that the Turnbull claims were disallowed, 
the Fitzgerald contract was upheld, and the Orinoco Company 
was awarded $23,076 with interest, because the Venezuelan 
Government had sold it something to which the Government 
had no right.!* 

The managing director of the Orinoco Corporation, the suc- 
cessor to the Orinoco Company, Limited, declared in 1907 that 
the Orinoco Iron Company, its subsidiary, had ready for ship- 
ment almost 3,000 tons of high grade Bessemer iron ore. The 
Orinoco Corporation, according to this official, had contracted 
to sell this ore to a firm of responsible iron merchants in 
Philadelphia.'® 

The claims of this company were not finally settled until 
1909, when on February 13, at Caracas, a protocol was signed 
between the United States and Venezuela. The company had 
claimed $1,750,000 damages, and Venezuela had agreed to 
submit this to The Hague. Instead of sending the matter to 
The Hague, it was settled privately by the interested countries. 
It was agreed that the claims of the Orinoco Corporation and 
of its predecessors in interest, The Manoa Company, Limited, 
The Orinoco Company, and the Orinoco Company, Limited, 
would be settled for the company by the representatives of the 
two nations. The United States acting for this company re- 
leased to Venezuela all its rights and titles acquired through 
the original C. C. Fitzgerald concession of September 22, 1883, 
while Venezuela agreed to pay $385,000 for this release.1® 

Organized in 1910, the Canadian-Venezuelan Ore Company 
was the next concern attempting to develop on a large scale 
the iron deposits of Venezuela. This group contracted to pay 
to the Venezuelan Government twenty cents for each ton of ore 
extracted until they had paid $385,000, then a charge of ten 
cents per ton would be levied. Its capitalization was $1,000,000 


17 Senate Doc. No. 317, 58th Cong., 2nd Sess. (Ser. 4621), p. 507. 

18 Senate Doc. No. 413, op. cit., p. 610. 

19U. S. Dept. of State. Treaty Series 553%. Exchange of Notes 
Between the United States and Venezuela: Settlement of the Claim of the 
Orinoco Corporation. (Washington: G. P. 0., 1909), pp. 3-5. 
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in first mortgage six per cent bonds and $4,347,500 in com- 
mon stock.?° 


By 1912 the prospecting stage of development was passed, 
for the “Alabama,” the company’s vessel, had already made 
two trips to Philadelphia with a full ore cargo, returning each 
time with machinery for the new mine. Operated entirely by 
electricity generated in a 1,000 horsepower station equipped 
with Babcock and Wilcox boilers, the equipment was of the 
most modern design. The ore was carried from the tunnels 
and open cuts on an endless rope tramway conveyor where it 
was transferred to a rubber belt conveyor, thence to the pier 
and the loading chute; it was estimated a 13,000-ton steamer 
could be loaded in about four hours. Installations included a 
warehouse, an excellent machine shop, a refrigeration plant, 
and dwellings of metal and concrete that provided cool and 
sanitary living conditions for the 400 employees of the com- 
pany. An eventual output of one million tons yearly, handled 
by the company’s own fleet of specially constructed ore vessels, 
was its goal.2!. By October 1913 the company had sent 13,000 
tons of ore to Philadelphia, and hoped to have 30,000 tons in 
the United States by the end of the year.** 


In spite of a favorable start achieved at great expense, this 
enterprise met with no better success than the old Orinoco 
Company, for it failed in 1913.78 

The Venezuelan Government bought the machinery used by 
the abandoned Canadian-Venezuelan Ore Company at the 
Imataca Mine, and transferred it to its coal mines at Naricual. 
Inventoried at 758,098 bolivares ($146,313), this equipment 
included four 250 horsepower boilers, one 500 kilowatt steam 
turbine generator, two electric winches of 150 horsepower 
each, 265 ore wagons of three-fourths cubic meter capacity 
each, two air compressor plants, and ten kilometers of portable 
track and other valuable mining equipment.** 


20U. S. Bureau of Foreign and Domestic Commerce, “Investments in 
Latin America and the British West Indies.” Special Agents Series, No. 
169. (Washington: G. P. O., 1918), p. 385. 

21 “Venezuelan Iron Ore Deposits,” SAJ, LX XIII (July 20, 1912), p. 71. 

22 U. S. Bureau of Foreign and Domestic Commerce, “South America 
as an Export Field.” Special Agents Series, No. 81. (Washington: 
G. P. O., 1914), p. 206. 

23 Special Agents Series, No. 169, op. cit., p. 385. 
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The ore deposits of Eastern Venezuela lay unworked in so 
far as active exploitation was concerned until 1933 when Beth- 
lehem Steel Company of the United States acquired title to 
rich deposits near Upata seventy or eighty miles east of Ciudad 
Bolivar.** 

These deposits were first called to the attention of outside 
capital in 1926 when a local prospector found a large outcrop 
of rich iron ore on the top of a hill called El Florero. Later 
known as E] Pao, this area was located in the jungle about 
thirty miles south of San Félix near the point where the Caroni 
empties into the Orinoco River.2° 

This piece of ore was taken to a friend who in turn carried 
it to Boccardo’s Hardware Store in Ciudad Bolivar. F. D. 
Pagliuchi, an Italian mining engineer and gold prospector in 
Venezuela, became interested in the sample and visited the 
place of its discovery. Realizing at once its importance, he 
secured the help of the Boccardo family and a Cuban lawyer, 
Senor Diaz Pardo, in mapping the area and filing a claim.*7 

This procedure was followed by an intensive campaign to 
dispose of the claim to parties financially able to develop it. 
Bethlehem Steel Company examined the locations and took an 
option to purchase, but allowed its option to lapse. Mr. Pag- 
liuchi next presented his property to M. A. Hanna Company, 
another American concern, who took an option to buy the 
claim. Earl K. Nixon, then assistant geologist for the M. A. 
Hanna Company, was sent to Venezuela in 1928 to supervise 
the exploration of the ore deposits, and after two years of in- 
tensive work, the company announced the existence of a large 
tonnage of very high grade open pit iron ore.** 





24P, L. Bell, “Venezuela: A Commercial and Industrial Handbook,” 
U. S. Department of Commerce, Bureau of Foreign and Domestic Com- 
merce, Special Agents Series, No. 212. (Washington: G. P. O., 1922), 
p. 152. 

25 Great Britain, Department of Overseas Trade, No. 610. Economic 
Conditions in Venezuela. (London: H. M. Stationery Office, 1935), p. 16. 

26 Venezuelan Iron Ore for Bethlehem Furnaces. Booklet No. 310 
(Bethlehem, Pa.: Bethlehem Steel Company, 1951), p. 1. The material 
in this booklet is a reprint of an article published in the April 1951 issue 
of Mining Congress Journal. 

“7 Mack C. Lake, “Cerro Bolivar, U. S. Steel’s New Iron Ore ‘Bonanza’,” 
Engineering and Mining Journal, op. cit., p. 73. 
28 Ibid., p. 74. 
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Because of a shortage of capital and the refusal of the own- 
ers to modify their agreement which called for a substantial 
down payment, M. A. Hanna was forced to relinquish its option 
in the 1930’s.*° 

Approaching Bethlehem again, the Venezuelan owners sold 
this company their claim, and it was this organization which 
started actual development of these deposits.*° Exploration 
had convinced the officials of Bethlehem Steel of the soundness 
of the project; consequently in 1933 concessions covering 
20,000 acres were acquired and the Iron Mines Company of 
Venezuela was organized.*! 

The plans for the necessary quarters, shops and engineering 
details were not perfected until 1937, but in that same year 
work was begun on the railroad and highway from El! Pao to 
Palua, the ore port on the Orinoco River.** Construction got 
underway in February of 1941, but the coming of World War II 
virtually brought all development to a halt.** 

Although actual mining operations were not scheduled for 
three or four years, it was reported in 1944 that Iron Mines 
Company of Venezuela had 400 men at work on its property.** 

To extract this ore and transport it to the United States is 
a big scale operation which includes many activities in which 
an ordinary business concern would not have to be engaged. 
Some 1,600 men in three camps were employed by the com- 
pany during the peak of its construction, while 800 were 
working for an outside contractor. Since the greatest tide 
of construction has passed, about 1,000 men make up the per- 
manent staff.** 

Before mining operations could begin, a railroad and a high- 
way had to be built from the Orinoco River port of Palua to 
El Pao. Covering a distance of 38.7 miles, the railroad is a 
standard gauge line with 100 pound rails. Granite ballast for 
the road was supplied by two quarries, one at each end of the 


29 Tbid. 

30 Tbhid., p. 75. 

31 Venezuelan Iron Ore for Bethlehem Furnaces, op. cit., p. 1. 

32 Jbid. 

33 Thid. 

34 U. S. Bureau of Foreign and Domestic Commerce, “Iron Ore Mines 
in Bolivar, Venezuela,” Foreign Commerce Weekly, XVI (August 19, 
1944), p. 30. 

“9 Venezuelan Iron Ore for Bethlehem Furnaces, op. cit., p. 5. 
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line, while the crossties were imported creosoted pine because 
experience has shown this type best withstands the tropics. 
Equipment on the main line consists of three 130 ton, 1500 
horsepower diesel-electric locomotives and 100 seventy-ton 
bottom-dump ore cars.*® 

Gahagan Construction Corporation of New York began 
building the first units of the railroads and the highway in 
1941,37 but the latter was not finished until 1944, and the 
former was not completed until June 1, 1950.** 

At the river port of Palua, the loaded ore trains are run 
onto a plate-girded steel trestle over a 550 foot long 43 foot 
deep pocket excavated in the solid rock banks of the Orinoco 
River. The ore is then funnelled into the barges which take it 
to Puerto Hierro for transfer to the ocean-going vessels.*® 

This river transportation system consists of five 4,500 ton 
barges with a 14 foot draft and one 8,500 twin-screw river 
vessel, the “Punta Aramaya.” The “Punto Morocoto,” a second 
river vessel, was scheduled for service by mid 1950, while a 
third has been authorized.*” 

Because of the great variation of depth in the river in the 
dry and wet season, the barges can only operate during the 
rainy season, April to November. These barges are towed to 
Puerto Hierro, the company’s ore port on the north coast of 
the Gulf of Paria, by 1,300 horsepower ocean-going tugs, the 
“Patao” and the “Capure,” which travel via Cafio Manamo 
past Pedernales and across the Gulf of Paria, a distance of 
230 miles. Because of their greater draft, the “Punta Ara- 
maya” and her sister ship must travel the 395 mile route 
through the Orinoco’s main channel, but during the high water 
season they can return empty to Palua by the shorter Peder- 
nales route. The trip from Palua to Puerto Hierro can be 
made under normal conditions in three days.*! Over a hun- 
dred beacons and buoys have been installed by the company in 
its effort to make navigation as safe as possible.** 


36 [bid., p. 2. 
37 “Props for Venezuelan Economy,” Business Week (June 18, 1949), 
p. 122. 

38 Venezuelan Iron Ore for Bethlehem Furnaces, op. cit., p. 1. 
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The Frederick Snare Corporation of New York was em- 
ployed in 1947 to build an ore port on the Gulf of Paria; this 
project was finished in June of 1950.2 In February of 1947 
the company bought the Valley of Jamaica and the Valley of 
Carenero, both located near Giiiria on the Gulf of Paria, to be 
used as a transfer port for the barges bringing the ore down 
the river to the ocean-going carriers. After a thorough search 
of the coast, a site was selected for its location, harbor, and 
soil composition, and was named Puerto de Hierro. The harbor 
was dredged to a depth of forty-two feet before the piers were 
built. The main pier, a concrete and steel construction, is 785 
feet long and 80 feet wide. Only about ten hours are required 
to load one of the 26,000 ton vessels used to transport the ore 
to Bethlehem’s Baltimore plant.*+ 

Iron ore from these Venezuelan holdings has already begun 
to arrive at the Sparrows Point, Maryland, plant of the Beth- 
lehem Steel Company. When full production is reached the 
ore deposits of the Iron Mines of Venezuela at El] Pao are 
scheduled to yield approximately 3,000,000 tons annually.* 

Open-pit methods of mining are to be employed with the 
ore being handled by four electric shovels with four cubic yard 
dippers and Ward-Leonard controls. Ten thirty-ton, side- 
dump semi-trailers hauled by 200 horsepower diesel powered 
tractor trucks carry the ore about one mile to the crushing 
plant. The first crushing is done by a 54 by 84 inch Blake- 
type jaw crusher powered by a 350 horsepower electric motor 
and set to crush the ore at six inch chunks. Further reduction 
in size brings the ore to the desired dimensions, then it is 
dumped into a seventy-ton railroad car for shipment to Palua. 
It takes only about one minute to load one of these cars. An 
average ore train is made up of 30 to 33 cars, takes about two 
hours to make the trip to Palua, and is one of four run each 
day from FE! Pao to the river terminal.*® 

Housing was one of the major problems facing the company 
in opening this project in an undeveloped region. Three sep- 
arate housing units are necessary because of the scattered 
nature of Bethlehem’s holdings in Venezuela. Palua, the oldest 


43“Props for Venezuelan Economy,” Business Week, op. cit. p. 122. 
44 |enezuelan Iron Ore for Bethlehem Furnaces, op. cit., p. 4. 
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of the projects, has a finished aspect, but the housing units 
at El] Pao and Puerto Hierro still have a new and unlived in 
appearance. For the workman, two-family houses are pro- 
vided, while foremen, office workers and staff enjoy single 
family units. Both types of units are of modern construction, 
cool and fully screened, supplied with electricity, modern bath 
fixtures and sewage connections. The camps are provided 
with wide hard surfaced, well lighted streets.*7 Water at 
all three installations is scientifically treated and carefully 
guarded. The Caroni furnishes the supply for El Pao through 
a twenty-eight mile eight inch pipe line, whereas the Orinoco 
serves as a supply for Palua and a local stream is dammed up 
to serve Puerto Hierro.*® 

Although the administration of the company’s schools is 
under the control of the Venezuelan Government, the main- 
tenance, teachers’ salaries, and all books are supplied by Beth- 
lehem Steel. At El Pao the school has six class rooms and 
four teachers and a principal, all Venezuelan nationals, who 
teach the miners’ children. 

A large clubhouse, which includes an outdoor motion picture 
theater, soda fountain, dance floor and rest rooms, has just 
been completed at Puerto Hierro. A similar institution and 
a municipal building is planned for E] Pao. In addition to 
these clubhouses for the workers, the company provides its 
staff with similar facilities.‘ 

One of the greatest advantages accruing to the workers of 
this organization is the free medical care furnished to all its 
employees. Palua is the location of a twenty-four bed hospital 
temporarily designed to serve its personnel and those of the 
mine at El Pao, but Puerto Hierro has its own fourteen-bed 
unit. The most modern equipment and medicines are available 
at both hospitals where two doctors and a staff of nurses are 
permanently assigned. The twenty-four bed hospital now 
being built at El Pao will relieve the congested conditions 
existing because of the double duty being performed by the 
Palua institution.*? 


47 Ibid., p. 5. 
48 Ibid. 
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In each of these communities, a clean sanitary commissary, 
complete with fresh fruits, vegetables, meats, and dry goods, 
is kept open for the convenience of company employees.®*! 

The problem of keeping the jungle from taking the railroad 
and the two-lane gravel highway which parallels it is one of 
the major maintenance jobs facing the organization. A crew 
of workers, armed with machetes, is kept constantly patrolling 
the right of way to keep the growth cleared away. 

About two and one-half miles from Palua the company has 
built an airfield at San Félix, which it maintains for the use 
of commercial airlines. The transportation problem at Puerto 
Hierro is solved by a free launch service to nearby Giiiria 
where connections can be made with a daily air service which 
makes regular stops at that city.°’* 

Electric power for El Pao, Palua and Puerto Hierro is gen- 
erated by three separate diesel-electric power stations equipped 
with transformers capable of converting the power into suit- 
able home use.** 

Estimates vary regarding the cost of this project, but ap- 
proximately fifty million dollars is the figure mentioned most 
frequently.*4 

This great undertaking is one of two developments in the 
iron ore field in Venezuela. Much is expected from this project 
by both the company and the government of the Republic. 
Always anxious to cooperate in every project that will help to 
diversify its economy and lessen its dependency on revenue 
from oil, Venezuela granted Bethlehem rather liberal terms in 
its concession. In addition to free use of the land involved on 
the mine sites, the Government allowed the company to extract 
the first fifty million tons duty free, but thereafter the profits 
must be divided on an even basis.” 

At the end of World War II the United States steel interests 
were faced with a depleted supply of first-class iron ore; con- 
sequently they had to find new deposits, or launch an expensive 
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program designed to utilize low grade U. S. ores. United States 
Steel Company, the biggest producer of steel in this country, 
decided that before making any expenditures for the utiliza- 
tion of its low grade ores, a last check would be made for new 
sources of supply around the ore-producing countries facing 
the North and South Atlantic Oceans. In many respects the 
project seemed useless, for its files were already full of minute 
data on the ore-producing regions of the world. In the end 
company officials gave their consent to this project, however, 
and Venezuela was one of the countries selected for this survey. 

The Venezuelan area south of the Orinoco and east of the 
Caroni was in the recognized ore zone or Federal Reserve; 
consequently all mineral rights were reserved to the Govern- 
ment, and it would grant a concession only to persons finan- 
cially capable of its development. The territory west of the 
Caroni and south of the Orinoco presented quite a different 
situation, for it was open land on which the mineral rights 
could be claimed by anyone who could file a claim or denounce- 
ment. Good for fifty years, such a claim could be renewed for 
a like period.*® 

To head United States Steel’s search in Venezuela, M. A. 
Hanna loaned to them one of its geologists, Mack C. Lake, who 
had been living in semi-retirement in California.*7 A launch 
was purchased, and the territory east of the Caroni River was 
first examined. From the cabin cruiser, the exploring party 
moved its headquarters to a second floor apartment over the 
motion picture house in Ciudad Bolivar.** Jungle prospecting 
is extremely difficult and this area of Venezuela presents the 
jungle at its fiercest. This section is one of alligators, jaguars, 
anacondas and boa constrictors. A party of prospectors usu- 
ally consists of two geologists or mining engineers, a bushman, 
a cook, and ten bush cutters.*® 
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During the greater part of 1946 the explorers concentrated 
their efforts on the Piacoa deposit, located approximately 100 
miles down stream from Ciudad Bolivar and seventy-five miles 
from the mouth of the river. After diamond drills were 
brought in and tests were made, it was evident that this was 
not a great find.” 

Lake and two of his associates, K. Burrell and F. Kilstead, 
conceived the idea of photographing by air the area west of 
the Caroni River and south of the Orinoco, a region outside 
the Federal Reserve, therefore not considered of great impor- 
tance.*! Burrell and Kilstead went to Pittsburgh, Pennsyl- 
vania, to persuade J. G. Munson, a United States Steel official 
in charge of raw materials, to give them permission to under- 
take the project. Munson granted permission to spend up to 
$185,000, and Fairchild Aerial Surveys, Incorporated, of Los 
Angeles, California, was given the contract to map 11,000 
square miles of territory; Venezuela gave its consent for the 
pictures to be brought out of the country.®* These prints, 
together with those made by the United States Army for Vene- 
zuela during World War II, proved of great benefit to the 
geologists. Kilstead discovered that with the aid of a stereo- 
scope, he could not only identify iron ore formations on the 
aerial photographs, but he could virtually spot the high grade 
deposits. Copei, a small jungle tree with light foliage and a 
flower that resembled dogwood, grew where iron was located, 
and Kilstead found that on the aerial pictures the copei was 
easily identified, because of its light shading.™ 

Ciudad Bolivar became the center of the real prospecting 
now, for with the aerial photographs, the work could be done 
in the office. As the photographs were examined, two hills 
known locally as Arimagua and La Parida became increas- 
ingly interesting to the engineers. Approximately fifty miles 
south of Ciudad Bolivar, La Parida rises 2,000 feet above the 
surrounding plain and extends about eleven miles in length. 
Arimagua is located some thirty miles east of La Parida nearer 
the Caroni River. 8S. G. Sargis, a magnetomer expert on loan 
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from Geneva Steel, was brought in to head the geophysical 
work. 

Extreme caution had to be exercised in this exploration 
work, for since the area under study was out of the Federal 
Reserve, any person could file for the mineral rights to any 
given piece of land. During Easter week late in March 1947, 
a time of many local celebrations, Kilstead and three helpers 
slipped out of Ciudad Boliver in a jeep at four-thirty on Good 
Friday morning -headed for La Parida.** The approach to the 
mountain was laborious because of the condition of the roads, 
but by the next morning the party was ready for the ascent. 
Soon they reached a thirty-foot cliff which was solid iron ore 
and for the remainder of the day the party walked on high 
grade ore deposits.® 

The suddenness of the discovery found the group unpre- 
pared, because they did not know the correct procedure for 
filing a denouncement or claim in free territory. When the 
party returned to Ciudad Bolivar, Kilstead raced for the air- 
port, and thence to Caracas for consultation with Dr. Travieso- 
Paul, a Venezuelan lawyer. After the expiration of a week, 
the engineer was back in Ciudad Bolivar ready to file his claim 
at the Government office. To his consternation, he discovered 
that his party’s actions had aroused speculation regarding the 
value of this region and its mineral potential and that three 
local business men during his absence had filed eleven claims 
in the same general area. Surveys, however, revealed some 
overlapping of claims, hence La Parida had not been claimed 
by the local citizens." 

United States Steel immediately set about acquiring from 
these citizens the claims it had failed to file for itself. Lake 
ordered into the area all available diamond drills to determine 
the quality of the ore. Two Longyear Company drills at Piacoa 
were sent to La Parida at once, two others on their way from 
the United States to other locations were diverted, and one at 
work in Honduras was transferred to Venezuela. By July 1947 
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E. J. Longyear Company, under contract to United States 
Steel, had ten American drillers on the job in this section of 
Venezuela.** By 1948 drilling had revealed an ore body at 
La Parida about four miles long and hundreds of feet deep. 

Government consent in 1948 to change the name of La Parida 
to Cerro Bolivar was only one of several important changes in 
the mining picture in the Orinoco area.®® After these impor- 
tant discoveries, the region west of the Caroni and south of 
the Orinoco was declared to be Federal Reserve, thus allowing 
the Government to negotiate each future contract on terms 
more satisfactory to the Republic.”° 

The United States Steel Company formed a new subsidiary, 
the Orinoco Mining Company, with Mack C. Lake as its first 
president, to develop its Venezuelan holdings. In the Cerro 
Bolivar region just south of the Orinoco and west of the Caroni, 
United States Steel has filed eighteen denouncements of 100- 
year duration with probable reserves of the highest grades of 
iron ore in excess of one billion tons. The company has ac- 
quired six concessions around La Grulla in the Federal Reserve 
east of the Caroni on which the duration of these contracts is 
forty years.” 

The surveys of the townsites, designs of homes for the 
workers, administrative buildings, water supply, sewer facili- 
ties, and complete community plans are being studied to de- 
velop plans for bids on the actual construction. Also under- 
way are investigations for the design of power plants, shops, 
ore handling and loading equipment.7? 

Mack C. Lake, president of the Orinoco Company, says that 
the ore will be stripped by electrically driven motor shovels, 
loaded into trucks where it will be taken to a belt-conveyor, 
thence to the river on a standard gauge railroad, capable of 
carrying 100 tons per car, powered by diesel-electric loco- 
motives. 
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Two plans, both of which were expensive and time consum- 
ing in their execution, presented themselves for getting the 
ore out of Venezuela. The more expensive route would be the 
275-mile overland railroad from the mines to Barcelona, located 
on the Caribbean Sea, which would necessitate a four-mile 
bridge over the Orinoco River, and an expenditure of approxi- 
mately $113,000,000.** The alternative would be to dredge a 
thirty-four foot channel through Cafio Macareo and up the 
Orinoco as far as the confluence of the Caroni, near San Félix. 
Such a project would require dredging 45,254,000 cubic yards 
of silt at an estimated cost of $18,000,000. The annual main- 
tenance alone of such an undertaking would be approximately 
$1,100,000.7° This water route would include a ninety-one 
mile railroad costing $51,000,000 to bring the ore from the 
mine to a new site on the Orinoco. Here the ore would be 
transferred to ocean carriers for final shipment to the United 
States.*® 

Every aid which scientific research and planning could offer 
was used in determining which of the two routes was the most 
practical. First, drilling was undertaken in the sand bars of 
the Orinoco River and Cano Macareo to determine the feasi- 
bility of successfully dredging those obstructions.*7 

Working under the direction of Francis Thomas, vice-presi- 
dent of United States Steel, S. J. Groves and Sons Company 
made a complete survey of the overland railroad route. In 
close cooperation with the construction firm was G. L. Link, 
location engineer, who helped with the preliminary survey of 
the route of the road from the mine to the Orinoco, as well as 
the longer unit to the Caribbean coast. In the event the over- 
land route should be chosen, American Bridge Company engi- 
neers, E. G. Amesbury and J. O. May, worked out a tentative 
design and location for a bridge over the Orinoco about twelve 
miles above Ciudad Bolivar.7® 
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A careful survey of the Orinoco River from Ciudad Bolivar 
to the Atlantic by Robert Warren of the Gahagan Overseas 
Construction Company has shown the impracticability of 
attempting to send large ships up the river beyond the Caroni 
junction because of the many sand bars and boulders in the 
Orinoco river bed.*® Aerial surveys were made by the Fair- 
child Company of the route from the Caroni to the Atlantic, as 
well as the proposed overland railroad to the Caribbean.*° 

An inter-ministerial commission or committee, created by 
the Junta Militar, was assigned the task of investigating and 
weighing the data compiled by the Orinoco Company regard- 
ing the most practical route to get its ore to the United States.®" 
The committee favored dredging the Orinoco, and the Gov- 
ernment accepted its recommendation, pending final confir- 
mation.** 

A contract was signed November 22, 1951, by the Venezuelan 
Minister of Mines and Hydrocarbons, Dr. Santiago Vera Izqui- 
erdo, and by Mr. Mack C. Lake for the dredging of the Orinoco 
River.** According to this contract the company agrees to 
start dredging operations at a point where the Caroni River 
empties into the Orinoco, thence down that stream to the 
Macareo channel, thence northward to a point where the chan- 
nel empties into the Gulf of Paria opposite Trinidad. 

Puerto Ordaz, named for Diego de Ordaz, the discoverer in 
1531 of the Orinoco, will be built at the confluence of the Caroni 
and the Orinoco Rivers. The new port will have piers, ware- 
houses, power stations, workers’ houses, and all necessary 
equipment for crushing ore and loading the ore onto large 
ships. Another new town with all the facilities of a modern 
community is being built near Cerro Bolivar.* 

The Orinoco Mining Company has entered into contracts 
with several United States and Venezuelan firms for the com- 
pletion of these projects. All railway and highway construc- 
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Two plans, both of which were expensive and time consum- 
ing in their execution, presented themselves for getting the 
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made a complete survey of the overland railroad route. In 
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the route of the road from the mine to the Orinoco, as well as 
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land route should be chosen, American Bridge Company engi- 
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tion will be handled by the firm of Morrison and Knudsen of 
New York with Constructora Bechtel, S.A. of Caracas, as sub- 
contractor. The task of dredging the Orinoco River and the 
Macareo Channel has been assigned to the Gahagan Overseas 
Construction Company and the McWilliam Dredging Company. 
The piers at Puerto Ordaz will be constructed by Raymond 
Concrete Pile Company and Lang Engineering Company. 

Busily engaged in the midst of a construction program that 
has been variously estimated to cost from 120 to 300 million 
dollars, United States Steel faces the future confident that it 
will have no serious ore shortage for many years. 

A partnership whereby Venezuela furnishes the raw ma- 
terials, and to which Anglo-American interests bring capital 
and technology has once more proved of benefit to all parties 
concerned. 
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The Technological Way of Life 


By ELGIN WILLIAMS * 


By combining the principles of modern construction with the 
preservation of natural beauty and the wealth of history, Cuba 
has maintained her place among the most forward-looking na- 
tions. Highway networks, modern bridges, new public buildings, 
hospitals and schools—these are results of a nation-wide pro- 
gram to build a better Cuba.—Ministerio de Obras Publicas. 


1. Introduction. What pattern of culture will emerge when 
the world has muddled through its present convulsions? 
Which of the alternative ways of life will prevail? Or is there 
a dark horse in the race, a long-shot possibility which tends 
to be overlooked since all eyes are focussed on the Main Event, 
the Great Debate, the Titanic Struggle? 

Sometimes as we browse through the picture magazines, 
trying to clear the Supreme Heads, Mobilization Directors, and 
other Very Important Cobwebs from our brains, we can see 
(or so it seems) just such a filly coming up on the rail, a little 
dusty, a little winded, but looking better and better as they 
go into the stretch. She runs under the rather unlikely name 
of Miss Economic Development, and some of the reasons for 
believing her to be a thoroughbred were revealed most cogently 
in the paragraph from an advertisement of the Cuban govern- 
ment which is placed at the head of this article. 

Modern construction, natural beauty, and the wealth of 
history—if all these can be preserved and guaranteed by 
‘“‘mere” economic development, by the mere provision of high- 
way networks, bridges, hospitals, and schools, it may be that 
we of the twentieth century concerned with these values should 
investigate its prosy commonplaces more thoroughly. It may 
be that in settling on Capitalism or Communism we have un- 
necessarily limited our choice, and we may want to change our 
bets while there is still time to go to the window. 

Implicit in the economic development programs now under- 
way all over the world is a new way of life, what might be 
called the technological way. We should be greatly mistaken 
if we regarded these programs—ranging from power develop- 
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ments in France and Africa and China to swamp drainage in 
Italy and Mexico to the harnessing of sea water to make mag- 
nesium in Texas, just to mention a few—as “economic.” Their 
real significance is deeply human, social, moral if you will, 
and the morality they imply, and to considerable extent already 
create, is far superior to the official ideologies and general 
social practices of either of the two great world systems. 


These ideas are unfamiliar because they are new; new be- 
cause modern science and technology, and the economic devel- 
opment programs which they make possible, are also new. 
Most philosophers and social commentators do not appreciate 
the significance of the watershed in human history which they 
make possible, both because they tend to discuss moral issues 
in traditional terms which just do not fit the new emerging 
morality, and because their eyes are focussed on the Great 
Debate, as already mentioned. Nevertheless, the significance 
of economic development and of the technological way of life 
has already been grasped by a number of thinkers, many of 
them, unfortunately, not well known. This article will sum- 
marize the ideas of some of these men, with the view to formu- 
lating some escape, if escape there be, from the choice between 
an inhuman capitalism and an inhuman communism which 
many feel to be an impossible choice. Many outstanding 
writers could be discussed. But there is special reason to pre- 
sent some of the ideas of José Ortega y Gasset, Alfonso Reyes, 
Norbert Wiener, and Irwin Edman. These summaries will 
show that economic development and the technological way of 
living which this development makes possible is more demo- 
cratic than the American way of life and more revolutionary 
than Communism. In a way, the pattern of our twentieth- 
century science and applied science provides the source of 
those freedoms and social goals which men have sought in 
creeds and political philosophies, never thinking them to lie 
in wait in mere mechanical appliances. 


2. Jose Ortega y Gasset. The contributions of Ortega y 
Gasset to our understanding of the new way of life made 
possible—if we opt for it!—by modern science and technology 
may be considered under three headings: ‘‘The Increase of 
Life,” “The Unity of Culture,” and “The Meaning of Individual 
Existence.” 
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By “Increase of Life’ Ortega means that only in the twen- 
tieth century does man find it possible to be everywhere and 
everywhen. This fact—that alongside the life of science all 
other ways of life must seem limited, parochial, parish-pump— 
he has expressed himself as follows: 


. .. The world has suddenly grown larger, and with it 
and in it, life itself. To start with, life has become, in 
actual fact, world-wide in character. I mean that the con- 
tent of existence for the average man of today includes 
the whole planet; that each individual habitually lives the 
life of the whole world. Something more than a year ago 
the people of Seville could follow, hour by hour, in the 
newspapers, what was happening to a few men near the 
North Pole; that is to say, that icebergs passed drifting 
against the burning background of the Andalusian land- 
scape. ... This nearness of the far-off, this presence of 
the absent, has extended in fabulous proportions the 
horizon of each individual existence. ... And the world 
has also increased from the view-point of time. Pre- 
history and archaeology have discovered historical periods 
of fantastic duration. Whole civilizations and empires of 
which til recently not even the name was suspected, have 
been annexed to our knowledge like new continents.! 


This new, non-parochial character of life made possible by 
modern science and technology shows up as a greatly increased 
freedom of choice for the individual. Not only is each indi- 
vidual consciously a citizen of the world, a citizen of all the 
ages, but his individual existence expands in a multitude of 
other ways. “Take... buying for example. ... The range 
of possibilities opened out before the present-day purchaser 
has become practically limitless.” Ortega calls attention also 
to the technologically-created diversity of occupations, a diver- 
sity which can be found only in a culture founded upon science. 
“Whereas the number of occupations in primitive life can al- 
most be counted on the fingers of one hand—shepherd, hunter, 
warrior, seer—the list of possible avocations today is immeas- 
urably long.” 

Similarly, in the field of thought the mind now finds more 
“naths of ideation’”—more problems, more data, more points 
of view. “In no more than a decade science has extended the 
cosmic horizon to an incredible degree. The physics of Ein- 
stein moves through spaces so vast that the old physics of 


1 The Revolt of the Masses (New York, 1932), pp. 41-2. 
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Newton seems by comparison lodged in an attic.” And these 
new realms of thought opened up by science permeate all 
classes of society; truly, science creates the classless society 
by removing the restrictions on movement of thought which 
have characterized previous epochs. 


Just as the cinematograph and the illustrated journals 
place before the eyes of the average man the remotest 
spots on the planet, newspapers and conversations supply 
him with actounts of the new intellectual feats, which are 
confirmed by the recently-invented technical apparatus 
which he sees in the shop windows. 


The last quotation will serve to indicate what Ortega means 
by the “unity of culture,” for here it is made explicit that the 
widening of consumption, the widening of thought, and the 
widening of the world are all related: the same advances in 
knowledge and know-how that provide modern man in one 
connection with new eyes and new ideas, in another add seven- 
league boots to his feet, in another increase the dexterity of 
his hand a hundred-fold, in another convert the housewife 
drudge into a skilled overseer of appliances, in another make 
the sharecropper into a combine engineer. Nowhere does 
Ortega make this unity more explicit than in his criticism of 
those who suppose that modern nations can reap the benefits 
of modern technics while violating the scientific and intel- 
lectual freedoms from which they spring. 


I am [he writes] astonished at the ease with which, 
when speaking of technicism, it is forgotten that its vital 
centre is pure science, and that the conditions for its con- 
tinuance involve the same conditions that render possible 
pure scientific activity. . . . Is it seriously thought that 
as long as there are dollars there will be science? Under 
even the most perfunctory examination of this subject, 
the evident fact bursts into view that over the whole 
extent of space and time, physico-chemistry has succeeded 
in establishing itself completely only in the small quadri- 
lateral enclosed by London, Berlin, Vienna, and Paris, 
and that only in the XIXth Century. This proves that 
experimental science is one of the most unlikely products 
of history. Seers, priests, warriors, and shepherds have 
abounded in all times and places. But this fauna of ex- 
perimental man apparently requires for its production a 
combination of circumstances more exceptional than those 
that engender the unicorn. 


oO — © Od Ve 


Oo Om Fri 


rh” 


THE TECHNOLOGICAL WAY OF LIFE 75 


To go into the archaic ways of life which coexist with the 
scientific (or economic development) way, and which Ortega 
believes to threaten its existence in greater or less degree, 
would be most interesting. But this is beyond the scope of 
the present article. What we are concerned to undrape here 
is the lineaments of the new culture of science and technology, 
so that those who believe in it may know exactly what they 
are fighting for as they strive to eliminate the interests, ancient 
habits, revered mores which are inconsistent with it. José 
Ortega y Gasset’s main fame lies in his analysis of the bar- 
barisms and culture-wrecking of modern dictatorship, but this 
analysis—his critical or pessimist side—gains meaning only 
in the light of the true culture of knowledge and accumulated 
technique which he wishes to save from this “vertical invasion 
of the barbarians.” It is because he understands the tech- 
nological way of life so well that Ortega can limn so strikingly 
and denounce so fervently its opposite, the old, old system of 
power and arbitrary authority which characterizes to greater 
or less degree all societies at the present time, and to that 
extent prevents the full realization of the industrial republic 
implicit in the inter-related culture he loves. 

3. Alfonso Reyes. The work of Alfonso Reyes, if read after 
Ortega’s analysis of the conditions on which culture depends 
and the modern developments which threaten it, must have 
an exciting effect on the American reader. For it is Reves’ 
thesis that the technological way of life—that way which 
devotes itself to the preservation and continuance of the tech- 
nical and intellectual achievements of culture—is becoming a 
reality, is being translated from the dream of philosophers and 
democrats into social flesh and blood, precisely in the American 
hemisphere. In his own words: “Our America should live as 
though it were always making ready to realize the dream to 
which its discovery gave rise among the thinkers of Europe: 
the dream of Utopia, of the happy republic, which lent peculiar 
warmth to the pages of Montaigne as he reflected on the sur- 
prise and marvels of the New World.” 

The American dream is the dream of synthesis, melting-pot, 
the fusing of cultures with the elimination of procedures which 
do not prove themselves in experience after the fashion of 


2 The Position of America (New York, 1950). 
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tools. “The guiding concept of America is a concept of im- 
provement, based on the possibility of selecting and discard- 
ing.” Speaking of his agreement with another Latin American 
thinker appreciative of America’s unique role, he remarks that 
“We understand by ‘synthesis’ the creation of a patrimonial 
storehouse where everything would be guarded, and for this 
it seemed to us that the American mind was well equipped.” 

Just because it is a technological crossroads and cultural 
winnowing-shed, in America the notion that culture is a na- 
tional or racial term could not take root. To Americans it is 
obvious that all peoples have made contributions to the patri- 
monial storehouse of knowledge and craft; “as far as America 
is concerned, the only race is the human race.” In one of 
Reyes’ most picturesque expressions, Americans see that “‘it is 
culture’s duty to be one.” It is not admissible, he says, “in a 
world so crisscrossed with means of communication between 
all peoples, a world that for so long has been commingling 
ideas, techniques and emotions, to speak, like an anthropolo- 
gist looking into the past when human groups lived without 
mutual knowledge or interchange, of cultures in the plural. 
It seems rather that it is culture’s duty, at least theoretically, 
to be one. And just because of this hope of unification America 
appears a possible laboratory for this attempt at synthesis.” 

Thus, in The Position of America, does Alfonso Reyes pic- 
ture the growth of a society devoted to the maintenance of the 
flow of civilization, that civilization he likens to a river, 
“swelled with tributaries, mingled with the salts of other 
soils, influenced by other systems of climate and rainfall,” 
redolent of all the varieties of skill and creativity of which 
the present generation is heir. Like Ortega y Gasset, he be- 
lieves that man finds his true meaning in making this con- 
tinuity of civilization his particular duty and he would agree 
with Ortega that man cannot live unless embarked upon some 
great unifying enterprise, the carrying-forward and continua- 
tion of world culture. 

It is perhaps taking a liberty to call this conception of life 
the technological way. But when one reads in Ortega that 
“it is only European technique that has a scientific basis, from 
which it derives its specific character, its possibility of limit- 
less progress” and in Reyes that “man grades geography, and 
it would seem that he had brought with him into the world 
the task of polishing and smoothing the billiard ball that is 
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this earth,” one sees that their conception of culture is no 
vague one but one solidly built on tools, technics, and sources 
of power, that working-kit of craft and know-how which makes 
possible man’s intellectual development. When you come right 
down to it, both are theorists of economic development who 
have seen that this development is at its core artistic and 
cultural. 

4. Norbert Wiener. If we can say that Ortega y Gasset is 
the type of the thinker who has seen that it is the destiny of 
the scientific-machine age to, for all practical purposes, destroy 
space and time; that Reyes is the type of those who have sum- 
moned the magnificent vision of a world-art and a world- 
technology, consisting of the accumulated contributions of all 
groups and cultures, available as the birthright of every indi- 
vidual of modern industrial society ; then Norbert Wiener may 
be taken to represent those who have seen that it is the destiny 
of technical progress to destroy manual labor; to release man’s 
unique energies for work both more individually satisfying 
and more socially progressive than the routine automatism 
which is still nearly universal. 

“IT wish to devote this book,” Professor Wiener says of his 
The Human Use of Human Beings, “to a protest against the 
inhuman use of human beings; for in my mind any use of a 
human being in which less is demanded of him and less is 
attributed to him than his full status is a degradation and a 
waste. It is a degradation to a human being to chain him to 
an oar and use him as a source of power; but it is an almost 
equal degradation to assign him a purely repetitive task in 
a factory, which demands less than a millionth of his brain 
capacity.” 3 

The way of life opposed to this degradation is that based on 
the completion of the Industrial Revolution. The first indus- 
trial revolution eliminated much of human slavery; the steam 
engine, for instance, replaced human labor for the pumping 
of water out of mines. “However, slaves do not only pump 
mines: they also drag loaded river-boats upstream. A second 
great triumph of the steam engine was the invention of the 
steamboat.”” What Professor Wiener calls the second indus- 
trial revolution is the use of electronic and other continuous- 
flow devices to eliminate repetitive tasks in industry. Already 


3 The Human Use of Human Beings (Boston, 1950). 








78 INTER-AMERICAN ECONOMIC AFFAIRS 


this revolution has taken place in oil-cracking factories, in 
chemical works, in paper and pulp mills, and in many other 
kinds of production. If this work of mechanization is allowed 
to continue—that is, if we will make the social adjustments 
necessary—it is quite feasible now to use the automatic-factory 
idea to eliminate most manual and white-collar labor of the 
routine sort. “We can expect an abrupt and final cessation 
of the... type of factory labor performing purely repetitive 
tasks,” that “deadly uninteresting” labor of which the world 
is still cursed. 

“It was the railroad and the electric telegraph,” Professor 
Wiener says, “which in fact united the States called United.” 
In the same way we can say that it is the completion of the 
second Industrial Revolution which will in fact free men who 
now prematurely call themselves free. All previous history, 
all the long steps in human progress, pale in importance before 
this watershed before which we now stand, as the possibility 
of distinctive human occupations for all humanity opens be- 
fore us. Compared to the Industrial Revolution all political 
revolutions have slight effect on man’s state. Compared to 
the technological way of life, other ways of life, though they 
busily define and debate their differences, are alike as peas 
ina pod. The spectacle of life as continual education, growth, 
the flowering of each individual’s distinctive capacities in a 
career forever operating on the intellectual frontier, this vision 
is opened to us by the age of electricity and electronics. 

5. Irwin Edman. Under the developed regime of technology 
it would for the first time be possible for every man to be an 
artist. For, with all routine functions turned over to ma- 
chines, there would be left to man the developmental areas, 
the frontiers, those twilight regions of the intellect where 
thought plays lovingly on existing knowledge to establish new 
combinations and inventions or where, on lower levels, initia- 
tive and insight is quickened to deal with the technical prob- 
lems which arise in automatic factories and mechanized farms. 

The implications of this facet of the technological way of life 
have been drawn most conclusively by Professor Irwin Edman. 
He starts with a definition of art which makes explicit the 
generalized technological definition; art, he says, is skill, dex- 
terity, the power of performing certain actions. “The key 
instances of art,’”’ Edman writes, “are to be found not in the 
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concert hall or the museum, but in the field, the pasture, and 
the plow. Now this means that all activity can be carried on 
skillfully ; that all activities of doing and making, the whole 
gamut of human expression, are potentially of artistic nature. 
“A complete civilization would be coincident with complete 
intelligence. Life in such a state would be identical with art.” 
“Art is another name for intelligence, which in an ordered 
society would function over the whole of men’s concerns, as it 
functions happily now in those scattered works we call beauti- 
ful, in those happy moments we call aesthetic pleasure.” 

Now a good case can be made out that this ordered society 
of which Edman speaks is the technological republic con- 
sciously animated by programs of economic development. For 
the triumph of science and technology means the operation of 
intelligence “‘over the whole of men’s concerns,” the using to 
the hilt of all the discoveries of science which convert man 
into a frontier-searcher, an intellectual being whose habitual 
habitat is that realm of cumulative growth and insight which 
we usually label the aesthetic. The whole aim of the industrial 
revolution is to make moments of freedom, of leisurely con- 
templation and invention—now so scattered and rationed—into 
the ordinary and accustomed occupation of the entire com- 
munity. More specifically: the technological way of life (the 
truly ordered society) would make university training uni- 
versal, the manual laborer obsolescent, the economic the aes- 
thetic, make work itself identical with art. 

“In its twin freedom and control,” as Edman puts it, “art is 
an anagram of what a civilized society might be.” Freedom 
is the absence of routine. It is, to look at the matter another 
way, the freedom to create; and this banishing of the repetitive 
is the whole meaning, humanly speaking, of the technological 
revolution. Control, the control expressed in the skilled use 
of instruments alike by the artist and the scientist, the engi- 
neer and the technician, the intellectual and the administrator, 
is that use of the freedom to create which results in the in- 
crease of the common ground of creation, the accumulation of 
knowledge and know-how from which all individual advances 
in expression stem. The artistic way of life, in its continuity, 
its cumulation, its preservation of the riches of history and 
its bridges to the future, is the technological way of life. 


4 Arts and the Man (New York, 1939). 








80 INTER-AMERICAN ECONOMIC AFFAIRS 


It remains but to mention what Ortega, Reyes, and Wiener 
have already stressed in other connections. “Religions have 
preached the brotherhood of man; the social-minded have 
preached the co-operative adventure of mankind. . . . The 
arts exemplify both.” The arts, and the way of life dedicated 
to carrying-on the arts, these present three-dimensionally—in 
the round, as painters say—that brotherhood, that teamwork 
of production and creation, that cooperative growth in knowl- 
edge and achievement which political philosophies have been 
able to evoke only metaphorically. The reality of Utopia and 
religion is technological; the City of God on earth is a city 
of workshops, laboratories, libraries, studies; the communion 
of saints is a communion of technicians borrowing from each 
other; lending, hoping for no return and getting—returns un- 
limited! For it is a truism that the very life-blood of knowl- 
edge and creation is cross-fertilization; cooperation, so far 
from being desired merely as one of the amenities of life, is 
the fundamental necessity of a truly growing technologically 
and artistically interdependent way of life. 


6. Conclusion. The adventure of this age should be the 
realization of the technological or artistic or cultural way of 
life, the unifying of the world under the banner neither of 
bloody revolution nor counter-revolution nor abstract freedom 
but of the patrimonial] storehouse; the sharing and improving 
of the world’s accumulation of technic and skill, beauty and 
truth. In our mind’s eye we can fancy the next hundred years 
profitably employed in the dispatching of task forces from all 
the corners of the world to all the corners of the world, vivify- 
ing and revivifying, borrowing and lending the various items 
and parcels of culture—all of this, bear in mind, operating 
under the name and standard of economic development. This 
can be thought of as the completion of the industrial revolu- 
tion. It will involve also in the so-called developed areas a 
great deal of cleaning-up and systematizing: technology must 
be toilet-trained, the public evacuation processes of indus- 
trialism channeled to avoid river and life pollution. The 
machine is a syllogism in steel; but too often it has been one 
logical term in a complex the whole of which is illogical, an 
anacoluthon of which the city slum must stand as the symbol; 
and all this must be corrected if the revolution is to be com- 
pleted even in the most “modern” countries. 
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The smoke and the slums of the steam age can be skipped 
by countries entering newly upon economic development; the 
advantage of building on a vacant lot is that you can build 
in the latest style. Much of the world will leap overnight from 
the burro to the vacuum tube age. The real revolution of our 
time, that which is changing the way of life of the whole 
planet, is not social or political but three-dimensionally eco- 
nomic; yet all our important changes must be, although sug- 
gested by the technological sphere, outside it, in the realm of 
politics and economics after all. And that brings us to the 
upshot of this survey of the present changes a-making in the 
world: what the citizen, entranced with the potential wonders 
of applied science, can do to move them from the drawing- 
board to his office and his living-room. 


First: It should be clear that we require no political or so- 
cial or economic policy as distinct from a technological policy. 
To put this another way: our whole aim should be to adjust 
to the technological revolution, to support and liberate it at 
every turn. For in doing so we shall be serving the cause of 
our own individuality, growing the wings of our expanded 
personalities, dry-cleaning our own souls. 

Second: To regard social science as the handmaiden of the 
machine, as a sort of Boswell alert to its slightest demand, 
will not amount to making us subservient to technology. For 
technology is us; following the dictates of industrialism 
amounts only to generalizing the best side of our natures. 

Third: Our revolution is permanent. The refurbishing of 
our institutions and habits to comport with the living-space 
required by science is a job by definition never to be com- 
pleted. Technology is permanent revolution; economic devel- 
opment is institutionalized obsolescence. But this fact, that 
our parliaments must forever be in session, our letters to the 
editor ever in the mail, should occasion no regret. Just as to 
the engineer obsolescence is progress, so to the citizen of a 
society once committed to the technological and artistic way 
of life, problems are opportunities. In the words of the Cubans 
which stand at the head of this article, each and every con- 
struction is a new synthesis, a new precipitate of modern prin- 
ciples, the beauty of nature, and the wealth of history. In the 
words of Stephan Daedalus, words which should be engraved 
on the slide-rules, on the easels, over the research laboratories 
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and development projects of the technological republic: “‘Wel- 
come, O life! I go to encounter for the millionth time the 
reality of experience and to forge in the smithy of my soul 
the uncreated conscience of my race. Old father, old artificer, 
stand me now and ever in good stead.” 





— 


A Century and A Quarter of 


British Investment in Brazil 


By J. FRED RIPPY 
I 


Residents of the United Kingdom made their first important . 
investments in independent Brazil in 1824 and 1825, purchas- 
ing two issues of government bonds with a par value of £3.2 
million and organizing two mining companies with a nominal 
paid-in capital amounting to £220,000. For the next 60 years 
Englishmen preferred Brazil as a field of investment to any 
other Latin-American country largely because Brazil was po- 
litically more stable. By 1890, however, they had a bigger 
stake in Argentina, and their investment in this republic con- 
tinued to exceed their investment in Brazil until 1948, when 
Brazil again took the lead. Ranked according to the amount 
of British capital invested, Brazil occupied first place among 
the Latin-American nations for 6 decades, dropped to second 
place for another 6, and then moved into first place again, a 
position which she seems likely to hold for some time to come.’ 

The nominal value of the British investment in Brazil was 
approximately £38.8 million by the end of 1880. The invest- 
ment expanded to £68.6 million by the close of the next decade 
and to more than £90.6 million by the end of 1900. Increasing 
more rapidly thereafter, it exceeded £151.4 million by the last 
days of 1910, rose to some £223.8 million during the next three 
years, and reached £287.3 million by the end of 1930. Then a 
shrinkage began. The nominal aggregate was reduced to 
£260.7 million by the end of the year 1939 and to £170.5 million 
or less by the close of 1949, with considerable further reduc- 
tion in prospect.’ 

More than half of the investment, at times almost three- 
fifths of it, was in government bonds. The total in govern- 
ment securities was approximately £23 million by the end of 
1880, £37 million a decade later, and £45.4 million by the close 
of the century. The total exceeded £100.4 million in 1910 and 
£117.3 million in 1913, and it rose to a peak of £168.7 million 
in 1930. The decline that followed was not so much the result 
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of amortization as of default settlements which involved a 
reduction of the principal as well as the interest rate, and the 
aggregate nominal British capital invested in Brazilian gov- 
ernment bonds was still approximately £93.6 million at the 
end of 1949. 

Next in size—until after 1900, when government ownership 


1 This essay is based mainly upon three sources of information: Council 
of the Corporation of Foreign Bondholders, Annual Report (London) for 
the years 1876 through 1949; South American Journal (London) for the 
same period; and Stock Exchange Year-Book (London) for the years 
1877, 1881, 1891, 1896, 1901, and 1914-1951. The first deals almost exclu- 
sively with government securities, and the history of Brazil’s sterling 
issues can easily be followed by making use of the table of contents. 
The second is a weekly newspaper devoted to the economic relations of 
Great Britain and Latin America and to accounts of the activities and 
financial records of leading English companies active in the region, the 
names of which can readily be found by consulting the index to each 
volume. The third contains data both on all issues of sterling bonds and 
on thousands of British economic enterprises operating all over the world, 
and is thoroughly indexed. Although the Year-Book does not list British 
companies by countries but rather by classifications, such as government 
securities, banks, railways, mining, electric and other public utilities, 
and so on, only industry and patience are required to discover the cor- 
porations active in Brazil in any particular year; and, after these have 
been ferreted out, their history can be traced by following each of them 
through the index. Elaborate citations therefore seem uncalled for. For 
statistics on British investments in Brazil and income therefrom for 1910 
and following years I have found these pages in the Journal most help- 
ful: vol. 76, p. 110; vol. 110, p. 106; and vol. 147, p. 55. For the pre- 
ceding period I have depended upon the Year-Book. I have accepted with 
some reservations the estimates of the Journal, which seem a bit too high 
for the capital in economic enterprises, especially the railways and 
utilities, after 1910, since the Journal based its estimates upon the securi- 
ties quoted on the London Stock Exchange, whether owned by Englishmen 
or not, assuming that the difference would be adjusted by English invest- 
ments quoted on other exchanges or not quoted at all, an assumption 
which may be unwarranted in the case of the Brazilian railways and 
public utilities after 1910 because considerable blocks of the securities 
of some of these were held by capitalists of other countries. 

2 The statistics in this paragraph do not include transatlantic shipping 
lines or banks. The operations of the shipping lines were, of course, not 
confined to Brazil, and the same was true of the commercial banks after 
the 1890’s. Their capital is almost impossible to allocate to particular 
countries. It does not seem likely that the total British investment in 
Brazil will be reduced to less than £125 million within the next decade 
or so. No tendency to accelerate the redemption of the sterling debt is 
apparent and the investment in public utilities has recently been strength- 
ened by a loan from the World Bank. 
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of railroads began to encroach seriously upon private owner- 
ship—was the English investment in railway enterprises. The 
nominal total in this category was more than £11.6 million by 
the end of 1880 and in excess of £26 million a decade later. 
It reached £33.6 million by the close of the century and rose 
somewhat higher by 1913, although probably not as high as 
the some £52.3 million estimated by the South American 
Journal for that year. Thereafter a contraction began. Ac- 
cording to the Journal, the aggregate nominal British invest- 
ment in Brazilian railways was £37.4 million in the final days 
of 1939 and £25.2 million at the end of 1949. Whatever the 
total, it would soon be liquidated; sales negotiations were well 
under way with the Brazilian government.* 

Other investments, classified under the heading of “‘miscel- 
laneous” by the South American Journal, had long been of con- 
siderable importance. Amounting to over £4.2 million as early 
as 1880, capital under this classification increased to more 
than £5.6 million by the end of 1896; rose to over £11 million 
by the end of the century, and, according to the South Ameri- 
can Journal, mounted to £26.1 million by the end of 1910 and 
leaped up to £54.1 million by the last days of 1913. Nor, if one 
accepts the Journal’s figures, was the peak reached until 1933, 
when the nominal total exceeded £73.7 million. Shrinking 
during the years that followed, although not as rapidly as the 
railway capital, the nominal total investment was still in excess 
of £51.6 million, according to the Journal’s liberal estimate, 
at the end of 1949.* 

Less diversified than the British miscellaneous investments 
in Argentina, the major part of this capital, almost from the 
outset, was concentrated in public utilities. While some of it 
was in mining, financial organizations, shipping and port 
works, rural and urban real estate, and manufacturing, none 
of these types of investment was ever as significant as the 
investment in public utilities, which amounted to over £2.9 
million by the end of 1880, to well above £6.8 million by the 
close of the nineteenth century, and to around £40 million at 


3 All the British-owned lines were sold to the Brazilian government 
during the years 1946-1950. The Journal’s estimates for 1913 and sub- 
sequent years are too high because large sums of securities of the late 
Farquhar enterprises were probably not held by English investors. 

4 Considerable blocks of Brazilian public utility securities quoted on the 
London Stock Exchange were owned by Canadians. 














86 INTER-AMERICAN ECONOMIC AFFAIRS 
its peak in the late 1920’s. British capital invested in Bra- 
zilian real estate probably never amounted to much over £5 
million, nor did the nominal English capital in mining ever 
reach £3 million, or British capital in manufacturing or ship- 
ping and port facilities ever rise far above £3 million. 

For approximately a century British capital invested in 
Brazil brought good returns. The average annual nominal 
yield seldom dropped below 4 per cent until after 1931. It was 
4.8 in both 1910- and 1913, and it was probably above 6 per 
cent in the 1880’s and the late 1890’s, if not also during the 
early years of the present century. The rate declined to 3.9 
during the recession of the early 1920’s; but it rose to 5 per 
cent in 1929 and to 5.3 in 1930 and, after sagging to a nominal 
annual average of 1.88 per cent during the depression decade 
of 1931-1940, it moved back up to an annual average of slightly 
better than 3 per cent for the 9 years beginning with 1941, 
the rate of return being 3.2 in 1949. 

Although some of the Brazilian states and municipalities 
failed to fulfill their obligations, few countries had a better 
record than Brazil’s for servicing their sterling government 
bonds until that record was marred, perhaps mainly because 
of the world depression, during the decade starting in 1932. 
But by virtue of this excellent record, however, the national 
government of Brazil had been able to obtain sterling loans 
at comparatively low interest rates, so that British income 
from Brazilian government securities rarely rose above a nom- 
inal yield of 4.5 per cent. It was exactly 4.5 almost every 
year from 1910 through 1924. Then it gradually rose to 5.2 
in 1930 before it began to sag again. It dropped no lower 
than 4.3 in 1931, but during the next decade the annual average 
nominal yield was only 1.6, the low being reached in 1939, 
with every sterling issue in complete default. During the 
next 8 years, however, the average annual nominal rate was 
slightly above 2.3. 

The average yield of British capital invested in Brazilian 
railways seems to have remained steadily above 5 per cent 
annually for almost half a century, possibly excepting a few 
years during the depression of the 1890’s.5 The rate of return 
was 5.7 in 1910, and it was even higher in not a few years 
preceding. Between 1910 and 1913, however, Englishmen im- 
prudently invested in some of the pyramided Percival Far- 
quhar railroad enterprises, so that the average annual nominal 
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yield on their capital soon began to fall off. The nominal rate 
of return was only 4.7 in 19138, and it dropped to 2.5 by 1923. 
The rate was rising again, however, when the world depres- 
sion arrived in Brazil and, in spite of the depression, the 
annual average nominal yield was better than 1.5 for the 15 
years following 1931, until the most profitable of the British 
railways in Brazil was sold. 

The rate of return on the miscellaneous investment was 
usually higher than the rate on either government bonds or 
railways. In fact, it was often several points higher, more 
likely to be above than below an average of 5.5 per cent in 
almost any year prior to 1933. The nominal yield was 5.3 in 
1910 and 5.7 in 1913, and during the decade starting with 
1923 the annual average was 5.28, the highest returns being 
paid in 1931 and 1932, 6.4 per cent each year. The annual 
nominal average fell to a little below 2 per cent during the 
next decade, but recovery began in 1943. The average nom- 
inal yield for 1943 was 5.6 per cent; for 1944 it mounted to 
7.4, and the annual average for the 7-year period starting in 
1943 and ending in 1949 was 6.6. 

Such in broad outlines is the story of British investments in 
Brazil. Income from this big republic amounted to as much 
as £7.3 million in 1910, reached a peak of £15.1 million in 1930, 
and, although it shrank to hardly more than a million in the 
late 1930’s, it soon expanded again until it approached £9 mil- 
lion in 1944, and it was still £5.6 million in 1949. The second 
part of this essay will present a summary of the dividend rec- 
ords of a number of the most profitable business enterprises 
owned by Englishmen in Brazil. 

II 

Their most profitable railway enterprise in Brazil or any- 
where else in Latin America was the San [sic] Paulo Railway 
Company, Limited, organized in 1858 to construct and operate 
a line from the city of Sao Paulo down the mountainside to 
the coffee port of Santos. For a period of 55 years starting 
with 1876 and ending in 1930 the average annual dividend 


5 Three-fifths of the Brazilian quoted railway securities owned by Eng- 
lishmen in 1890 and earlier had a government guaranty of 7 per cent, and 
part of the rest had a government guaranty of 5 and 6 per cent; and these 
guaranties were usually made good, particularly during the reign of Don 
Pedro II, which did not terminate until late in 1889. (See South Ameri- 
can Journal, vol. 29, p. 315, and vol. 31, p. 502.) 
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rate on the par value of its ordinary shares—£2 million at the 
outset and £3 million after 1900—was approximately 10.6 per 
cent. During the depression decade, however, dividends de- 
clined, averaging only 3.1 annually from 1931 through 1940, 
and never recovered. For the 6 years beginning in 1941 the 
annual average was only 2.75. Exchange difficulties and a 
heavy load of loan capital—in addition to £3 million in ordi- 
nary and £1 million in preference shares (5 per cents), there 
were nearly £2.5-million in 4 and 5 per cent debentures—were 
mainly responsible for these low dividends. But the manage- 
ment succeeded in selling its property to the Brazilian national 
government late in 1946 for the sum of £6,638,803, more than 
sufficient to redeem at par its outstanding securities, which 
amounted to £6,414,677.® 

A few of the English-owned financial organizations oper- 
ating in Brazil were almost as remunerative as this remark- 
ably profitable railroad. This was especially true of two com- 
mercial banks whose activities were confined mainly to this 
country until the early 1890’s. The London and Brazilian 
Bank, organized in 1862 with a paid-up capital of £450,000, 
soon raised to £500,000 and then to £750,000, yielded an annual 
average of slightly more than 9 per cent on the par value of 
its capitalization for a period of 20 years starting from 1873. 
The English Bank of Rio de Janeiro, established in 1863 with 
a nominal paid-in capital of £500,000, returned an annual 
average dividend of nearly 9.5 per cent on the face value of 
its securities for the 18 years beginning with 1874. 

Other British financial enterprises active in Brazil were less 
profitable. At least two of these, however, deserve attention. 
The Brazilian Warrant Company, Limited, which soon changed 
its title to Brazilian Warrant Agency and Finance Company, 
was founded in 1909 to conduct a warehouse business and 
finance the coffee trade. Its paid-in capital was £600,000, all 
in ordinary shares, in 1912 and £1,625,000, of which £500,000 
was 7 per cent preference and the rest ordinary, by 1925. 
Somewhat overcapitalized, this firm confronted the oscillations 
of coffee prices, so that it frequently failed to pay dividends 
on its ordinary shares. The average annual return on these 
securities was only some 3.2 per cent for the 25 years starting 
with 1912. But with rising prices for coffee in the 1940’s it 


6 Stock Exchange Official Year-Book, 1951, p. 366. 
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became a very profitable company. During the 8-year period 
beginning with 1942 its average annual nominal dividend was 
well above 18 per cent, the dividend for the year 1949 being 
30 per cent. The Rio Claro Investment Trust, created under 
a slightly different name in 1912, had a more diversified invest- 
ment and yielded steadier, though often smaller returns. 
Without passing a single dividend, this financial firm paid 
an average nominal rate of more than 7.1 per cent annually 
for the 38-year period starting in 1913, the dividend in 1950 
being 10 per cent. The par value of its ordinary shares was 
£1,971,875 until they were reduced to £788,750 in the early 
1920’s by transforming £1,183,125 of them into 5 per cent 
cumulative preference. Outstanding debentures, with coupons 
ranging from 3.5 to 6 per cent, rose from £600,000 in 1913 to 
£998,912 in 1950. 

Such was the record of 4 of the most profitable enterprises 
operating in the field of finance. Equally remunerative, if not 
more so, especially during the earlier decades of their exist- 
ence, were some of the public utility enterprises, particularly 
the gas companies. Besides a stock bonus of 50 per cent in 
the 1870’s, the Rio de Janeiro Gas Company, Limited, paid 
10 per cent annually, without a single failure, from 1865, the 
year in which it was created, through 1886. The company 
was then sold, perhaps at a handsome profit, to a Belgian 
syndicate. The San [sic] Paulo Gas Company, Limited, 
founded in 1869, paid an average nominal dividend of nearly 
9 per cent annually for the 51 years beginning in 1882 and 
ending in 1912, failing to make a payment for only one year, 
1892, and selling its £10 ordinary shares—£275,000 in 1912, 
but only £80,000 in 1880—for £14 each to another British 
company. San Paulo Gas seems to have issued no other securi- 
ties during the period. The Bahia Gas Company, Limited, 
established in 1860, paid an annual nominal average of well 
above 8 per cent on its £100,000 in ordinary shares from 1880 
until it was liquidated in 1894-95. In addition, it managed 
to service regularly £20,000 in 10 per cent first preference 
shares and £30,000 in 7.5 per cent second preference. The 
Ceara Gas Company, Limited, organized in 1866, did almost 
as well until it encountered ill fortune during the decades fol- 
lowing 1914, fell into receivership, and finally lost its con- 
cession (1934). During the 32 years starting with 1883 and 
ending with 1914 this enterprise averaged more than 7 per 
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cent annually on the par/value of its £30,000 in ordinary 
shares, paid 10 per cent on from £8,225 to £14,710 in prefer- 
ence shares, and serviced regularly its 6 per cent debentures, 
which had increased to £25,000 by 1913. No other British- 
owned public utilities operating in Brazil matched the record 
of these 4, but it was mainly the utilities that kept up the level 
of returns on the broad miscellaneous investment. 

Unlike Argentina, Brazil did not prove to be a profitable 
field for British stock-raising, agriculture, and speculation in 
land. English investors lost money in their effort to develop 
plantation rubber in this part of the world during the first 
decade of the twentieth century. Nor did they garner any 
large profits from other agricultural activities or real-estate 
speculation, so far as this writer has been able to discover. 
The Cambuhy Coffee and Cotton Estates, Limited, organized 
in 1925, seems to have been one of the most profitable enter- 
prises in this category, and it failed to pay any dividend on 
its ordinary shares—£500,000 paid up—and even fell behind 
in the payment of dividends on its £350,000 in 8 per cent 
cumulative preference shares during the first decade of its 
existence. After reorganization, however, perhaps accom- 
panied by some loss of capital, the company’s record improved. 
With only £420,000 in ordinary shares, and no other securities 
issued, it paid an annual nominal average of nearly 11 per 
cent for the 13-year period beginning with 1936, skipping only 
two dividends; and soaring coffee prices promised much 
greater profits in the immediate future. 

Deeply interested in Brazil’s mineral wealth since the early 
1820’s, English residents of the British Isles seemed to have 
discovered only two bonanzas there, and one of these quickly 
played out. The Santa Barbara Gold Mining Company, Lim- 
ited, established in 1868, soon began to pay handsome divi- 
dends on its nominal £30,000 in ordinary shares. Dividends 
ranged from 10 to 35 per cent for several years, and the annual 
average rate, figured at par, was nearly 14 per cent for the 
period 1876-1886, while at the same time the company paid 10 
per cent annually on preference shares amounting to £10,000. 

Far more remarkable was the St. John del Rey Mining Com- 
pany, Limited, organized in 1830 to work gold mines in Minas 
Geraes. This enterprise began with a nominal paid-up capital 
of some £200,000, all in ordinary shares; but this was expanded 
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to £546,265 by the end of the first decade of the twentieth 
century, and an approximately equal amount of preferred 
shares and debentures, paying a steady rate of 10 per cent 
annually, were added. For the first four decades of the com- 
pany’s existence the average nominal ordinary dividend was 
in excess of 20 per cent per annum, and for the eight years 
beginning in 1876 the annual average climbed to 27.5. For 
the next fifteen years, however, there were no returns on the 
ordinary shares. The walls of the mine caved in and the 
company was reorganized. Ordinary dividends were finally 
resumed in 1897 with a payment of 2.5, raised to 5 in 1898 
and to 11.25 in 1899; and the annual average for the 50 years 
beginning in 1900 and ending in 1949 was a little better than 
9 per cent.’ 


Among the manufacturing enterprises in which the British 
ventured their capital only one turned out to be very profitable. 
This was Rio de Janeiro Flour Mills and Granaries, Limited, 
which also operated a textile mill after 1910. Organized in 
1886, this firm did not begin to pay dividends until 1893, but 
returns were remarkably high thereafter. Besides stock 
bonuses amounting to a total of 183 per cent issued during the 
two decades following 1902, bonuses accounting mainly for 
the expansion of the firm’s ordinary shares from a face value 
of £158,760 in 1890 to a face value of £1,364,838 by 1926, cash 
returns were excellent. Ordinary dividends—no preference 
shares were issued and the amount of loan capital was insig- 
nificant—rose from an annual nominal average of 10.9 per 
cent for the decade 1893-1902 to a nominal per-annum average 
of 19.85 during the next 10-year period. The annual average 
then dropped to around 9 per cent for the decade of 1933-1942 
and to 8 per cent for the next 7 years, but the dividend was 
10 per cent in 1950. 


Such were the earnings of 13 of the most profitable enter- 
prises ever owned by Englishmen in Brazil. There were few 
others like them; and, in order to avoid a distorted view, it 
will be well to point out that British capitalists had invest- 


7 For the early dividend record of this company I have had to depend 
on M. G. Mulhall, The English in South America (Buenos Aires, 1878), 
p. 543. 
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ments at one time or another in at least 6 times as many eco- 
nomic enterprises in Brazil and to recall that the average yield 
on such enterprises rarely amounted to more than a nominal 
6 or 7 per cent annually. 





